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Statement of Condition December 31, 1943 


RESOURCES 


Cash in Banks. . 

Loans and Bills Purchased . P : 
United States Government Obligations : 
State and Municipal — : 
Other Bonds . . : 
Federal Reserve Bank Shock’. 

Real Estate Mortgages . 

Banking House ; 2 

Accrued Interest Receivable ; 


Total . 


LIABILITIES 


Capital Stock . 

Surplus... 

Undivided Profits 

General Reserve . 

Deposits ° . 
Reserved for Taxes, Interest, Expenses, etc. . 
Unearned Discount . . 

Dividend Payable January 3, 1944... 


Total . 


. $ 26,106,160.24 


30,279,347.84 
74,702,667.37 
4,737,084.90 
4,240,000.00 
840,000.00 
4,339,025.03 
1,700,000.00 
468,470.95 


. $147,412,756.33 


. $ 2,000,000.00 


26,000,000.00 
2,349,980.94 
700,744.62 
114,707,133.13 
1,151,361.45 
3,536.19 
500,000.00 


. $147,412,756.33 


$19,855,000 par value of United States Government and other securities 
are pledged to secure public deposits and for other purposes required by law. 
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CONGRESS AND INFLATION 


N its recent actions on taxes, subsi- 

dies, railroad wages and crude oil 
prices, Congress has shown a reluctance 
to support the Administration’s efforts 
to “hold the line.” In the tax legislation, 
the House has failed to get at the heart 
of the inflation problem—existence of a 
huge amount of excess purchasing power 
due to large government deficits. Now 
the Senate Finance Committee has re- 
ported a bill which is little better than 
that of the House. Unless this huge vol- 
ume of excess purchasing power still in 
the hands of consumers, despite the re- 
cent improvement in the budget, is partly 
siphoned to the Treasury by taxes, there 
will be an increasing pressure which can 
upset the stabilization program at any 
time. 

The subsidy issue has reached the 
paradoxical stage where we are being 
told that both the abandonment of sub- 
sidies and their continuation will be 
highly inflationary. Actually, the elim- 
ination of all food subsidies would in- 
crease living costs by 2% to 3%; if only 
rollback subsidies on meat, butter and 
peanut butter are abandoned the increase 
will be less than 1%. On the other hand, 
the payment of $1.5 billion for subsidies 
would increase the federal deficit to $584 
billion from $57 billion. Can we say 
that the former is inflationary but that 
the latter is not? As is usually the case 
in such controversies, the truth lies be- 
tween these extremes. The experience 
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with other war controls has revealed time 
and time again that no technique of con- 
trol is suitable under all circumstances 
or is dangerous under all circumstances. 
Subsidies are no exception. A limited 
use of subsidies under carefully pre- 
scribed conditions should be permitted by 
Congress to prevent those small aberra- 
tions of the price ceiling which can so 
rapidly undermine the entire stabiliza- 
tion program. 

In the railroad wage vote, the Senate 
decided to set aside the decision of 
Stabilization Director Vinson. This is 
exactly the reverse of the action which 
the Senate should have taken. The Sen- 
ate cannot undertake to administer wage 
control. If it is dissatisfied with the 
policies established for wage stabiliza- 
tion, the Congress can lay down new 
policies and standards for the guidance 
of the administrative agencies. But it 
cannot undertake to review each decision 
of these agencies or to establish a pre- 
cedent under which dissatisfied groups 
can appeal to Congress against any de- 
cisions of such agencies. 

Similarly, the House made a serious 
error in voting a 35 cent a barrel increase 
in crude oil prices after this request had 
been turned down twice by O.P.A. and 
once by Stabilization Director Vinson. 
The cost of this increase will be $500,- 
000,000, about one-third of which will 
fall directly upon the federal government. 
This sum is far in excess of the amount 
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required to meet cost of exploration for 
new wells which allegedly was the ex- 
cuse for the action. Concerning the rail- 
road wage and oil price actions, The New 
York Times has pertinently observed: 


“Congress can properly determine 
what kind of organization should be set 
up to control wartime prices and wages 
and what principles should be followed 
in controlling them. But it cannot prop- 
erly determine exactly how many dollars 
and cents per hour should be paid to rail- 
way workers or how many dollars and 
cents per barrel should be paid for oil. 
Such detailed meddling can only add to 
the conflicts of authority in Washington 
and lead toward administrative chaos.” 
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With Congress returned from its re- 
cess, it must take final action on these 
four issues. If it decides to raise more 
taxes than provided in the proposed bills, 
if it votes for limited subsidies, and if it 
refuses to approve higher railroad wages 
and crude oil prices, then the country 
will know that the Congress is resolutely 
determined to “hold the line.” If, on the 
other hand, Congress goes ahead with 
these highly inflationary actions, then 
the country will know where to place a 
major share of the responsibility for the 
resulting inflation. This Congress must 
make up its mind in the next 60 days 
whether it will go down in history as 
“The Inflation Congress.” 


WHAT KIND OF LABOR POLICY? 


HE wage stabilization program has 

deteriorated so considerably during 
the past two months that the inflation 
battle may be lost. Since the surrender 
to the coal miners, officials of other 
groups of workers have apparently con- 
cluded that they can best achieve their 
objectives by holding the strike club over 
the government. The threat of a rail 
strike was followed by granting of major 
concessions to some .unions and taking 
over of the railroads. The strike of steel 
workers over the failure of the War 
Labor Board to grant a retroactive clause 
to cover any wage adjustments was fol- 
lowed by a grant of these demands by 
the President. Other unions are bound 
to follow the same path since it is becom- 
ing clear that those who enforce their 
demands by a threat to impede the war 
effort are quickly “bought off” while oth- 
ers find that their claims are rejected. 

In the coal case, the fiction of the Little 
Steel formula was maintained by such 
devices as the grant of an allowance for 
portal to portal travel, without regard 
to time actually spent in travel, and by a 
“reduction” in the lunch period to 15 
minutes. A similar device has been re- 
sorted to in the railroad case. In addi- 
tion to the 4 cents an hour increase 
recommended by the emergency board, 


the engineers and trainmen were grant- 
ed 5 cents an hour by the President “in 
lieu of claims for time and a half for 
overtime in excess of forty hours a week 
and for expenses while away from home.” 
Since this payment is made whether or 
not overtime is worked, it obviously in- 
volves a violation of the stabilization pro- 
gram. Thus, the increase is 9 cents an 
hour as compared with 8 cents which the 
unions were originally willing to accept. 


What kind of labor policy is this when 
compromises are made which yield the 
unions in excess of the amounts they in- 
dicate they are willing to accept? What 
kind of labor policy do we have when the 
President refuses to back up the labor 
boards he has appointed? What kind of 
labor policy do we have when the unions 
can accomplish their aims by the threat 
of strikes against the war effort? What 
kind of labor policy do we have when the 
answer to a threat of strike is to take 
over the property of companies which 
have been cooperating splendidly and 
have made a magnificent record of con- 
tribution to the war effort? What kind 
of wage stabilization policy do we have 
when means are openly sought by the 
government and the unions to circum- 
vent it? 

In the railroad and the coal cases, the 
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Little Steel formula has been violated by 
devious means. But what subterfuge 
can be adopted in the steel industry? 
Any direct increase in wage rates will 
obviously mean a violation of the Little 
Steel formula since it had its origin in 
this industry. There can be no claim 
that the formula has not been broken if 
wages are increased. Here the govern- 
ment has its last chance to make a firm 
decision to hold the wage line. Any 
further retreat will be the signal for ad- 
ditional wage demands which cannot be 
denied. 


Four measures are required: 


1. The establishment of a single labor 
agency with final authority over all 
wage matters. 

. The President and the Congress 
must back up this agency to the 
maximum of its powers. 

. Strikes must be penalized, not re- 
warded. 

. A clear cut wage policy must be 
announced and adhered to firmly. 


Like the Old Milk Route 


© 1943, New York Tribune, Ine. 





BOTTLENECKS ON THE PRODUCTION-LINE 


HE depression of the ’30s is still ap- 

parently taking its toll and aggravat- 
ing the so-called “manpower shortage.” 
Habits of indolence of several million 
people, occasioned by lack of employment 
in private enterprise and subsidized by 
Government through relief and made- 
work projects, are only too apparent in 
a great many war plants. 
irresponsibility among such laborers not 
only cuts down production of vital war 
goods all along the line, but it reflects 
discredit on the majority of labor which 
is patriotic, able and doing an excellent 
job. 

Reports from numerous sources—men 
employed in war plants and others in 
close contact with their internal working 
conditions—show a degree of inefficiency 
that should not be tolerated in any times, 
but certainly not in the midst of a war 
which we have been told will be bloodier 
before it is won. Working hours are be- 
ing wasted in chitter-chatter about 


The sense of . 


“dates,” gossip about personal affairs or 
sports or war rumors or offers of other 
jobs with higher pay. This condition dis- 
courages the good workers. 

Or work is done lackadaisically, and it 
is not unknown for some petty union 
bosses to warn the more efficient to hold 
down their rate lest they “show up” the 
others. Management is often afraid to 
take disciplinary action or unable to fire 
such “production saboteurs,” and it must 
be acknowledged that the vast growth of 
some plants has brought in to manager- 
ial posts a number of unqualified straw 
bosses. 

Why do the War Manpower Commis- 
sion and Selective Service so carefully 
avoid investigation or action in this field, 
while protesting volubly of critical short- 
ages in plant and armed services and 
threatening disruption of thousands of 
useful small businesses and vocations? 
Laws and rules which hamstring employ- 
ers—or better yet, employee-management 





committees—in getting rid of such in- 
efficient employees and thus preserving 
the spirit .of the great body of loyal 
workers and the productivity of the 
plant, cry for revision or scrapping. Yet 
no such supporting hand, much less direc- 
tive, comes from the Government. Per- 
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haps Labor unions will come to see their 
own self-interest in protecting the abler 
workers and help management to weed 
out these “non-essentials” so that at least 
those capable of doing a useful job on 
the battle-line are not allowed to continue 
as bottlenecks on the production-line. 


MISLEADING STATISTICS: SUBSIDIES 


OW a government agency can con- 

tribute to widespread confusion is 
well illustrated by the variety of esti- 
mates made by OPA officials concerning 
the savings to be effected from the use of 
subsidies. At least 5 estimates have been 
made during the past few months: 


1. $9 to $15 billion will be saved by 
the expenditure of $1 to $1.5 bil- 
lion (Chester Bowles, Adm’r.) 

. $4 to $6 will be saved for every $1 
spent (Richard V. Gilbert, Economic 
Adviser ) 

. $2.4 billion will be saved at a cost of 
$925,000,000 (OPA Research Divi- 
sion) 


4. $1.65 will be saved for every $1 
spent (OPA Research Division) 


5. $1151 million will be saved by 
spending $837 million (O. F. Car- 
roll, Director of Food Price Divi- 
sion) 


These estimates are obviously made on 
different bases but this point is not clear- 
ly indicated. Take your choice. You can 
show a large or practically no savings 
from subsidies and support-your position 
with officially sponsored statistics. Is it 
any wonder that Congress and the public 
are bewildered and befuddled on the sub- 
sidy issue? 


CONVERSION TO CIVILIAN PRODUCTION 


HE evidence continues to mount that 

in 1944 an increase in the production 
of many civilian goods will be possible. 
Such items as ships, planes, signal mate- 
rial, and heavy construction machinery 
will be needed in larger quantities by the 
Armed Forces. But the production of 
tanks, small arms, artillery, and high ex- 
plosives are to be curtailed. In addition, 
the expansion in new war plant and 
equipment has been virtually completed. 
Since many of the facilities and mate- 
rials used to manufacture the items being 
curtailed cannot be shifted to produce the 
war goods required, they can be used for 
civilian goods. 


The following items give additional 
evidence that the pressure is easing up 
somewhat. 


One factory producing small arms 


will revert to manufacture of type- 
writers in February. 

Aluminum production is exceeding 
current requirements thus making it 
possible to relax some of the restric- 
tions on its use in civilian industries. 

The W.M.C. reports a decrease from 
77 to 69 in the number of areas of 
acute labor shortage. Moreover, the 
Commission has revised downward its 
estimates of the labor force required 
in war plants in the first half of 1944. 

The Maritime Commission has or- 
dered shipyards to close on Sundays. 

The W.P.B. has authorized the pro- 
duction of 2,000,000 electric irons and 
50,000 bathtubs. 

Easing of delivery and sale restric- 
tions on vanadium, cobalt, tungsten, 
and molybdenum because of more ade- 
quate supplies. 
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With each passing month, the war 
goods for which production can be re- 
duced will increase in number. Unless 
these plants are shifted to the production 
of civilian goods, we shall once more be 
faced with a growing problem of unem- 
ployment. 

Now the problem of conversion is of 
relatively minor importance. We have a 
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golden opportunity, therefore, to experi- 
ment and to perfect the techniques of 
how to convert war plants to peacetime 
production with a minimum amount of 
dislocation of the level of employment. 
The failure or inability to act now will 
be a grim portent of mass unemployment 
at the conclusion of the European phase 
of the war. 


BRITISH PAY-AS-YOU-EARN TAX 


HE introduction of the Government’s 

scheme for taxing weekly wage-earn- 
ers on a current basis will shortly come 
before Parliament. This obviously de- 
sirable Plan has required skilful adjust- 
ment of the Income Tax system. Work- 
ers will receive “earned income allow- 
ance” and “reliefs.” Under the first, tax- 
payers are allowed 10 per cent of wages 
or salaries, with a maximum allowance 
of £150 per annum. “Reliefs” are £80 per 
annum for a single man, £140 per annum 


for a married man, and £50 per annum 
for each child under 16; there are also 
allowances for dependents, life assurance 
premiums, etc. 

Each taxpayer’s taxable income is con- 
sidered to be his net income, i.e. after 
the deduction of allowances and reliefs. 
The first £165 per annum of the taxable 
income bears a 32.5 per cent tax, the 
remainder bears a 50% tax. The amount 
of each person’s total tax per annum, 
therefore, varies according to individual 


Executor and Trustee 
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NEW YORK 
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circumstances. To overcome the compli- 
cations created by these provisions, em- 
ployers are to be given tax deduction 
sheets for every worker, with the work- 
er’s code number shown. 

If in the first week of the year the tax- 
payer earns £8, or at the rate of £416 per 
annum, £1.4.3. is deducted from his 
wages. If in the second week of the 
year he earns £12 he goes on to a basis of 
£520 per annum, or £4.7.3. for two weeks. 
Since he has paid £1.4.3. the first week, 
he must pay £3.3.0. out of the second 
week’s wages. Supposing that in the 
third week he falls sick and earns no- 
thing, his income for the three weeks 
has been £20, or £346 per annum; the 
three weeks’ tax on that would be £2.5.4. 
Since he has already paid £4.7.3., he re- 
ceives a refund of £2.1.11 in respect of 
the third week. The method thus oper- 
ates week by week. If his “reliefs” 
change, as they would if another child 
were born, he notifies the tax inspector, 
and his code number is altered upon no- 
tification to the employer. 


It will be seen that this scheme, which 


will probably come into force next April, 
will require a considerable amount of 


paper work by employers. Despite the 
overwhelming detail involved, however, 
it has received a most favorable recep- 
tion and strong representations have 
been made to include all wage-earners 
and salary-earners as soon as possible. 


ARTHUR V. BARBER, London Correspondent 


[This scheme makes the complicated 
pay as you go system we have adopted 
appear to be a model of simplicity.— 
Ed. Note.) 


WAGES AND PRICES 


R. E. SUMMERS. H. W. Wilson Co. 
pages. 


$1.25. 219 


In this handy little volume the author has 
brought together a number of valuable ex- 
cerpts covering various aspects of the prob- 
lem of wages and prices in wartime. Draw- 
ing upon government documents, magazine 
and newspaper articles, and speeches, Mr. 
Summers has succeeded in presenting a well- 
rounded picture including many useful de- 
scriptions of controls in foreign countries. 
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PRIVATE BANKING TO STAY 


To the banker the ‘know-how’ is the es- 
sential element in any understaking. The 
New Deal theories support the weird no- 
tion that, all men being equal, any man 
can do anything as well as another and 
even that a person who reads up on the 
theory can often do it actually better than 
the man on the job. The art of banking can 
be so simply stated that it is easy to assume 
that anybody can do it, and especially so 
by those who believe they have mastered 
the theory. Consequently banking runs the 
risk of a public that not only does not un- 
derstand banking, but thinks it does. 


The New Dealers would evidently have 
taken over the banking of the country in 
1933, if they had thought they could run it. 
Now they have been experimenting with 
government lending agencies and, while it 
is perhaps too early to say that no one of 
them will meet a valid social need, it is 
evident that the eventual loss to tax payers 
will be enormous, and it is to be remembered 
that it never really helps anybody to make 
it easy for him to incur indebtedness that 
he cannot repay. Our post-war problems 
do not seem likely to include a serious risk 
of putting banks out of business and re- 
placing them with some government depart- 
ment. 


Excerpted from address by F. L. Lipman, 
chairman, Wells Fargo Bank & Union Trust Co., 
San Francisco. 


ee 


Huge Expansion in Production Seen 


“Estimates indicate that, on the basis 
of the rate of progress achieved in manu- 
facturing in this country, the number of 
factory workers in 1940, working the same 
number of hours, twenty-five years hence 
will be able to produce a volume of goods 
amounting to $260 billion or 300 per cent 
more than in 1940,” according to C. A. 
Sienkiewicz, vice president, Federal Re- 
serve Bank of Philadelphia. ‘With the in- 
creased supply of labor in this period, the 
possibilities: for increased production will 
be even greater than this estimate shows. 
This is certainly a challenge to our imagin- 
ation and energy. It should provide an 
outlet for the restless urge of the people 
clamoring for a better life. And we have 
the means and resources, human and ma- 
terial, to raise and sustain the plane of 
our living and civilization.” 
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Guaranty Trust Company of New York 


MAIN OFFICE 
140 Broadway 


FIFTH AVE. OFFICE 
Fifth Ave. at 44th St. 


MADISON AVE. OFFICE 
Madison Ave. at 60th St. 


LONDON: 11 Birechin Lane, E. C. 3; Bush House, W. C. 2 


Condensed Statement of Condition, December 31, 1943 


RESOURCES 


Cash on Hand, in Federal Reserve Bank, and 
Due from Banks and Bankers 

U. S. Government Obligations 

Loans and Bills Purchased -. 

Public Securities 

Stock of the Federal Reserve Bank 

Other Securities and Obligations 

Credits Granted on Acceptances 

Accrued Interest and Accounts Receivable __.. 

Real Estate Bonds and Mortgages 


Bank Buildings 
Other Real Estate 


Total Resources 


LIABILITIES 


Capital $ 
Surplus Fund 


Undivided Profits 


Deposits 
Treasurer’s Checks Outstanding 
Total Deposits 
Federal Funds Purchased 
Acceptances 
Less: Own Acceptances Held for Investment... 


Liability as Endorser on Acceptances 
and Foreign Bills 

Foreign Funds Borrowed 

Dividend Payable January 3, 1944 

Items in Transit with Foreign Branches and 
Net Difference in Balances between Various 
Offices Due to Different Statement Dates of 
Foreign Branches 

Accounts Payable, 
Taxes, etc. 


Reserve for Expenses, 


Total Liabilities 


$ 563,906,253.23 

1,959,786,746.17 

610,781,083.01 
55,903,665.64 
7,800,000.00 
22,543,260.98 
1,307,171.87 
8,481,089.12 
1,654,511.52 


97,689,699.13 
10,276,388.19 
931,342.13 


$3,243,371,511.86 


90,000,000.00 


170,000,000.00 
31,391,853.78 


$ 291,391,853.78 


$2,864,787,057.90 
39,006,978.49 


2,903,794,036.39 

26,700,000.00 
3,456,733.08 
2,149,561.21 


1,307,171.87 
96,896.00 


152,550.00 
2,700,000.00 


2,356,675.51 


14,872,328.31 


21,485,621.69 
$3,243,371,511.86 


Securities carried at $637,497,563.63 in the above Statement are pledged to qualify for 
fiduciary powers, to secure public moneys as required by law, and for other purposes. 


This Statement includes the resources and liabilities of the English Branches as of 


December 26, 1943, French Branches as of October 31, 1942, and Belgian Branch as 
of October 31, 1941. 


Member Federal Deposit Insurance Corporation 
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THE CHASE 
NATIONAL BANK 


OF THE CITY OF NEW YORK 


STATEMENT OF CONDITION, DECEMBER 31, 1943 


RESOURCES 


Cash and Due from Banks. . . -. + « $1,050,012,132.96 
U. S. Government Obligations, direct and fully 

guaranteed... . Cae as ee”©6 eee 
State and Municipal Sieweities . Gale ea eee 74,385,803.51 
Other Securities . . . a abrace 89,737,516.11 
Loans, Discounts and eaheaes’ Acceptances . ji He 791,979,924.59 
Accrued Interest Receivable . . . ...... 9,114,028.50 
Mortgages. . . (a ee eo 7,371,146.66 
Customers’ Acceptance Liability eo et ee fee 4,535,147.91 
Stock of Federal Reserve Bank. . . ..... 7,050,000.00 
Banking Houses. . . a ee See ae ee 35,740,420.22 
i gd en Sa 4,990,637.67 
oe! yg Se ee 1,885,543.02 


$4,679,973,963.50 


LIABILITIES 
Capital Funds: banal payee! 
Capital Stock. . . . . . . $100,270,000.00 
Surplus . . yet ee ae 134,730,000.00 
Undivided Profits en al ek, Sie 37,878,137.46 
nine + = 
Dividend Payable February 1,1944 . ..... 5,180,000.00 
Reserve for Contingencies . . ee ae ae 6,455,398.70 
Reserve for Taxes, Interest, etc... . . .... . 5,863,504.79 
Deposits .. sd & eee eee 
Acceptances Outstanding . - . » $ 8,697,050.17 
Less Amount in Portfolio. . . 2,808,450.76 5,888,599.41 
Liability as Endorser on Acceptances and Foreign 
ie i ogre a cle ap eee akc we 561,411.98 
6 le Ne ae a P 7,565,170.19 


$4,679,973,963.50 


United States Government and other securities carried at $735,982,755.00 are pledged 
to secure U. S. Government War Loan Deposits of $583,660,010.04 and other public 
funds and trust deposits, and for other purposes as required or permitted by law. 


Member Federal Deposit Insurance Corporation 
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CAN PRIVATE ENTERPRISE SURVIVE? 


HON. FRED L. CRAWFORD 
United States Representative from Michigan 


WO forces have been recently created 

in the United States: (a) America’s 
new government-owned industrial em- 
pire and (b) the totalitarian controis of 
OPA, WPB, Food Administration, War 
Manpower Commission, War Labor 
Board, and certain other agencies. 

It is no longer a question of maintain- 
ing our free enterprise system. It is now 
a problem of regaining a reasonable de- 
gree of freedom of economic action in 
the providing of new capital, establish- 
ment of new industries, expansion of old 
industries, determination of wage costs, 
creation of new markets, and obtaining 
fair operating margins between costs 
and selling prices. 


25 Billion of Government Plants 


URING the past three years our 

Federal Government has spent about 
$25 billion for building plants and facili- 
ties of one kind and another, according 
to the U. S. Department of Commerce. 
The title to most of these productive 
facilities is in the Federal Government. 
In travelling across the country we can 
see shipyards, munitions plants, crude oil 
refineries, synthetic rubber plants, great 
manufacturing centers for the production 
of implements of war such as airplanes, 
tanks, field guns, and numerous supplies 
coming within the field of ordnance. The 
Federal Government has constructed and 
owns nine plants for the production of 
aluminum, with an annual capacity of 
1,200,000,000 pounds. This is greater 
than the capacity of all privately owned 
aluminum plants. In addition, the Gov- 
ernment has built and owns 45 plants for 
the fabrication of this metal, and all with 
a total investment aggregating more than 
$750 million. In the field of magnesium 
manufacture approximately $430 million 
has been invested by the Government; 
private industry will, at the close of the 
construction program now under way, 
own only about 8% of the total magne- 


sium production of the country. Since 
losing the raw rubber production of the 
Dutch East Indies, the Government is 
pouring $625 million into constructing 
plant facilities sufficient to manufacture 
more than 800,000 tons of synthetic rub- 
ber annually—about one-third more rub- 
ber than we required for domestic use 
in peace time. 

The Aircraft War Production Council 
East Coast, Inc., informed me that as of 
March 31, 1943 “government owned 
facilities for the manufacture of aircraft 
engines, parts and accessories was $3,- 
084,782,000.00. Privately owned facili- 
ties for the same group was $241,846,- 
000.00. This would mean that the gov- 
ernment proportion (with 521 plants) 
is in excess of twelve to one.” Closely 
allied we find the government has 
financed the construction of 50 plants 
for the manufacture of high-octane avia- 
tion gasoline at a cost of $500 million 
and some 3800 miles of pipelines have 
been constructed at a ‘cost of $180 mil- 
lion. 

This new industrial empire, almost 
wholly financed with federal dollars, is so 
designed that in the post-war period it 
can largely be used for the processing or 
manufacturing of finished articles which 
can be utilized in the promotion of in- 
ternational and internal trade. How these 
facilities are to be used will perhaps 
determine the economic destiny of the 
people of the United States during the. 
next generation, if not for the balance 
of the century. 


Totalitarian War Controls Imposed 


ROM the beginning of the war we 

proceeded to adopt totalitarian meth- 
ods. The Federal Bureaus are exercis- 
ing not only the control powers delegated 
by Congress.to the President but also 
those redelegated by him through Execu- 
tive Orders and Directives to the Bur- 
eaus. 





Unfortunately, the administrators of 
these laws in many cases have been oper- 
ating in a manner not acceptable to the 
people of this country. It is reasonable 
to assume a great public protest is now 
developing. For instance, the Second 
Intermediate Report of the Select Com- 
mittee to Investigate Executive Agencies 
(Smith Committee), dated November 15, 
1943, says: 


“The Committee recognizes the neces- 
sity in the war period for the exercise 
of extraordinary governmental action to 
mobilize the economic as well as the mili- 
tary resources of the Nation, and to 
direct them toward the winning of the 
war. But there are right and wrong 
ways to accomplish these purposes. The 
right way is through the operation of 
the legislative, executive, and judicial 
functions of democratic government 
within the confines of constitutional lim- 
itations. The wrong way is by the usur- 
pation of those functions by executive 
agencies through misinterpretation and 
abuse of powers granted them by the 
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Congress and the assumption of powers 
not granted. The assumption of legisla- 
tive and judicial functions by the execu- 
tive agency constitutes a fundamental 
danger to constitutional government.” 
(My italics.) 


Controls over Agriculture 


HE W.M.C., OPA, WPB, F.D.A., 
W.L.B., and other government agen- 
cies proceed to apply their controls over 
agriculture with little concern of the ul- 
timate consequences on private enter- 
prise, currently or in the post-war period. 


Today no man running a fair sized 
farm can obtain seed, fertilizer, machin- 
ery, operating supplies, or manpower 
without the approval of one or more gov- 
ernment agencies. And, having brought 
his crop through to corn crib and gran- 
ary, to livestock on the hoof or poultry 
on the foot, he cannot dispose of same 
until some arm of government approves. 
His free market is gone. No longer can 
he offer his farm produce at the people’s 
price forum. 


War Contracts Have Been Concentrated 


HE geographical distribution (or 
lack of it) of the more than $160 bil- 
lion worth of war contracts let by the 
Army, Navy, Maritime Commission, the 
Treasury Department, and the R.F.C. has 
contributed to the fortifying of great cor- 
porations and all to a startling degree. 
For instance, in the east and north cen- 
tral states it is calculated that more than 
$100 billion of war contracts have been 
allocated; while on the Pacific Coast, and 
particularly in California we have an- 
other great concentration of war con- 
tracts. However, the Mississippi Valley 
area, and the Gulf States, have not shared 
proportionately in this war business. One 
only needs to carefully study the pub- 
lished balance sheets released by the lead- 
ing banks in these areas to appreciate 
the monetary effect as well as the influ- 
ence of these vast expenditures on large 
corporate enterprise as related to small 
corporations, partnerships, and proprie- 
torships. 
This further concentration of such a 
great percentage of our total industrial 
war activity under the canopy of the 
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larger corporations conforms to the gen- 
eral movement wherein government agen- 
cies seek a reduction in the total number 
of business units, and all towards sim- 
plifying and making more practical from 
an administrative standpoint the opera- 
tion of government agencies in their 
supervising and establishing of permits 
for the direction of our total economy. 


Opponents of Private Enterprise 
System 


HERE is in Washington today a very 


substantial group which continually | 


promotes the philosophy that the system 
of private enterprise has failed. They 
point out (with considerable enthusiasm) 
that for the period of 1930-1940 there 
were millions of unemployed who could 
not’ establish themselves in paying 
jobs under the free enterprise system 
then operating. This group contends 
that only through government ownership 
and operation, and largely management, 
can employment be given to our people. 
This group takes the position that the 
major controls now operating incident to 
a war economy must be extended into the 
post-war period. It has a distinct philo- 
sophy with reference to public debt and 
the distribution of the national income 
through the operations of the Treasury. 
From the George Committee on Post-War 
Economic Policy and Planning, we have 
this timely warning: 


“Out of this study and of these hear- 
ings there arise clearly the outlines of 
the task which this committee has as- 
sumed. It would be impossible to over- 
estimate the magnitude of the problem. 
I have no hesitation in saying that in 
my judgment we are confronted with the 
bald question as to whether or not we 
here in America are going to lay down 
an economic policy that will preserve 
economic freedom and full opportunity 
for all our citizens. We stand in gravest 
danger of losing the entire economic 
basis of democratic institutions. The 
forces of totalitarianism surround us not 
only upon the war fronts, but upon the 
economic front. 


“It would have been impossible for us 
to have made this country the arsenal of 
democracy,—if we had not established 
practically complete authoritarian control 
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of the use of our men and our materials. 
The utilization and distribution of man- 
power and of natural resources has been 
directed from Washington without regard 
to its effect upon the post-war world or 
upon civilian business because it was 
necessary to do so if we were to marshal 
sufficient power to withstand and over- 
come the attack. It is to be doubted, 
however, if the country realizes the ex- 
tent to which the very basis of free econ- 
omy has been undermined. Everybody 
who talks or writes about the problem 
talks in terms of free economy and free 
enterprise, but an examination of what 
has been said leaves a grave doubt as to 
whether or not the true proportions of 
the problem of restoring free enterprise 
are generally recognized.” 


Dangers of Post-War Blueprints 


VENTUALLY the problems of the 
post-war era will be squarely in 
front of us. Practical men and realists 
will have to deal with facts and not theor- 
ies. Many inexperienced but eager think- 
ers are now engaged in drawing blue- 
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prints for a better world. In no way do 
I criticize those who draw and plan. How- 
ever, experimentations can prove so cost- 
ly to an individual, a proprietor, or a 
great corporation as to break individual 
social and economic structures. It is rea- 
sonable to assume that a nation is like- 
wise subject to being broken, otherwise 
why should there be so many tombstones 
scattered down through the ages indicat- 
ing that great nations have come and 
gone? The mortality rate is sufficient to 
challenge our desire to avoid unsound ap- 
proaches and ultimate chaos. Impractical 
dreamers would attempt to bring into 
operation at once the 4th Section of the 
Atlantic Charter—freedom from want. 
To accomplish this throughout the world 
will be no simple undertaking. Practical 
men will have to ride herd, or the de- 
sired goal will not be attained. 

When men and women cast off their 
service stripes and store them away in 
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the attic, they will face the practical 
problem of establishing themselves in a 
productive job where they can contribute 
to producing the foodstuffs and manu- 
factured articles required to remove their 
fear from want. This has been the prob- 
lem down through the ages. But now 
the Planner steps in and submits his pro- 
posal to the effect that his plan will re- 
move the necessity of the individual’s 
spending time and effort to establish him- 
self. The Dreamer proposes that some 
super plan which he will be able to blue- 
print, and which can be super-imposed 
by some international authority which 
is free from selfish aims and moved only 
by the consideration of the good of all 
mankind, will do the job. “Winning the 
War” is necessary. But at the same time 
we can well afford to acquire some insur- 
ance against chaos by preparing plans 
to meet World Problem No. 1 with post- 
war production and jobs. 
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LABOR’S PLAN FOR SOLVING POST-WAR PROBLEMS 


R. J. THOMAS 


This address by the president of the United Auto Workers is start- 


. ling in its frank advocacy for a replacement of the private enterprise sys- 
tem. We doubt if it represents the attitude of the typical worker. But it 
does show what one segment of union leadership is thinking, and that a 
segment which has had considerable influence with this Administration. 
We formerly described such programs as socialism or communism.— 


Editor’s Note. 


HE problems which will face the 

workers of America at the conclusion 
of the war will nowhere be more acute 
than in the automobile and aircraft in- 
dustries. Present employment in the war 
plants of the automobile industry 
amounts to approximately 850,000. Em- 
ployment in plants of the aircraft indus- 
_ try stands at a record-breaking level of 
1,800,000, in comparison with approxi- 
mately 50,000 in 1939. The most opti- 
mistic estimate of employment for the 
automotive and aircraft industries would 
call for the elimination of about 300,000 
workers from present automobile plants 
and at least 1,200,000 workers from air- 
craft plants. 

The problem of converting large scale 
automobile industry from its present pro- 
duction to civilian passenger cars and 
trucks, is one of major proportions. Various 
automobile corporation officials estimate the 
time required for this process as ranging 
from three to eight months. Unquestion- 
ably, the termination of war contracts to 
the auto industry will result in substantial 
conversion layoffs; probably not many more 
than 250 or 300,000 workers will find em- 
ployment during the three-month period 
of maximum layoff. 

When we add to that the problems of 
the shipbuilding, the steel, the electrical 
equipment and other industries expanded 
because of the needs of war production, we 
can readily see that the fear of an army 
of 15 million or 18 million unemployed after 
the war has some basis in fact. 


There is an alternative to this serious 
situation: to insist that our great produc- 
tive machinery shall be used for the sole 
purpose of providing abundance for our 
people. This alternative must be based 


From address before Society for Advancement 
of Management. 











on the principle that industry should serve 
the people, and not merely the chosen few 
who own industry and operate industry for 
private profit. 

The question before us is: Can we do as 
well for social reconstruction as we are 
doing to produce for war? Labor insists 
it can be done. 


Program for Reconversion 


In connection with the reconversion pe- 
riod labor proposes: 

1. Establishment of national industry- 
wide councils with equal labor participation 
to work out reconversion schedules. 

2. Insofar as private industry is unable 
to utilize the productive resources of the 
nation, the government must undertake this 
responsibility. 

3. Maintenance of labor standards dur- 
ing the reconversion period against any at- 
tempt by industry to lengthen hours, re- 
duce wages or lower the standard of living 
of workers. 

4. Legal protection to all workers who 
transfer to essential war jobs to return to 
their former jobs with accumulated sen- 
iority. 

5. Industry should now establish reserve 
funds to be paid out to its present em- 
ployees or those who have been inducted 
into the armed forces, during any post-war 
unemployment period. 

6. Protection against exploitation of low 
areas to the detriment of areas which pro- 
vide higher wages through industry-wide 
equalization of wages. 

7. Extension of rationing and price con- 
trol until the normal relationship between 
production and purchasing power shall 
have been established. 

Within the scope of these steps there will 
be the beginning of more permanent solu- 
tions for the serious period of so-called 
“normal” production. 





















































Labor Must Have Voice 


The UAW-CIO program provides that 
industry should, to a larger extent than 
ever before, be subject to the influence of 
the people, the workers and consumers of 
all classes. Private ownership, unchecked 
private domination of industry, has never 
provided the assurance of prosperity for 
most of the people over a reasonable period 
of time. The UAW-CIO therefore proposes 
that the people who suffer from our periodic 
crisis should be given some voice in trying 
to remedy the situation. 

We have one fundamental prerequisite to 
the formulation and execution of any dem- 
ocratic post-war plan. Organized labor 
must be given full representation and re- 
sponsibility on all levels. Organized labor 
of all nations must sit in responsible posi- 
tions at the peace table and in treaty 
negotiations following the victory of the 
United Nations. Organized labor must also 
be represented at conferences held during 
the war dealing with post-war problems, 
such as conferences dealing with food, 
trade, conditions of labor, etc. 
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Labor’s Program 


What policies would labor propose if it 
were given a voice on economic problems? 
We propose: 

1. Our industries can no longer be oper- 
ated to serve private interests where those 
interests conflict with the public need. Ini- 
tiative can find its most useful outlet, great- 
est recognition and highest reward when 
exerted in the public service. Plans for full 
production will be effective to the extent 
that management engages in industry-wide 
collective bargaining with labor unions to 
stabilize wages, hours and working condi- 
tions. 

2. The rehabilitation and protecton of 
small business. 

3. Reduction of the working week to 
thirty hours without reduction of pay, as 
part of a full production program. 

4. Government or municipal ownership 
and operation of monopolistic industries 
and of industries strategically essential to 
the national safety, and government con- 
trol and regulation of other industries to 
prevent the abuses of monopoly and to 
assure production in the public interest. 


Problems involved in the transfer from 
war production to peace-time pursuits will 
involve large-scale national resources and 
the finding of a solution to our housing 
problems that have become critical. The 
UAW-CIO proposes the conservation of all 
natural resources such as soil, timber, oil, 
minerals, etc., and the further development 
and construction of power projects, similar 
in nature to the T. V. A. A large scale 
national program is proposed also for: 

a) The construction of adequate schools 
for rural and urban areas. 

b) Roads, highways and grade separa- 
tions. 

c) Adequate hospitals and health clinics. 

d) Child care centers in cities. 

e) The development of parks and recre- 
ational facilities. 


In order that decent housing may be made 
available to all income levels of our nation, 
we propose the following program: 

1. Regional Planning to insure the or- 
derly development of residential and bus- 
iness areas, preventing the misuse of land 
which destroys values. 

2. Blight Prevention through wisely 
drawn and effectively administered zoning 
laws, backed up by a complete and positive 
community program. 

3. Public Acquisition of Land with 
sound programs for the purchase and as- 
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sembly of land by public agencies to pro- 
mote healthy living conditions. 

4. Home Building long range programs 
for adequate, comfortable homes by private 
builders with government aid and regula- 
tion, at a cost that low-income workers can 
afford to pay. 

5. Disposition of War Housing in a 
socially useful way, after serving its ori- 
ginal purpose. 

6. Slum Clearance and 

7. Subsidized Housing. 


Labor proposes as concrete measures: A 
guarantee to every member of the armed 
forces of a job through a peacetime econ- 
omy of full employment and full consump- 
tion, and enforcement of seniority pro- 
visions in the law and in union contracts; 
a government financed program for settling 
returned members of the armed forces on 
farm land through individual and commun- 
ity projects; a separation allowance or 
bonus up to $2500 for each honorably dis- 
charged member; a free education, includ- 
ing training for a trade or profession; 
adequate weekly allowance to disabled mem- 
bers of the armed forces and their families; 
full protection for dependents of members 
of the armed forces killed and wounded in 
the war, including an education for minor 
dependents. 

Almost without exception industry’s 
plans have been proposals simply for ways 
and means by which individual corpora- 
tions of particular industries may secure 
a larger and larger share of available post- 
war markets. Practically no attention 
has been paid to the basic problem of how 
to create and maintain that mass purchas- 
ing power which is the foundation to pros- 
perity of all business. 


ECONOMIC ANALYSIS AND PUBLIC 
POLICY 


M. J. BOWMAN and G. L. BACH. Prentice Hall, 
Inc. $4.50. 935 pp. 


Unlike other texts which are predomi- 
nantly theoretical, this one is pointed up 
to many of our current public issues and 
contains a great deal of useful descriptive 
material. Trust officers would be inter- 
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tion, fiscal policy, and social security. 
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Government Spending Based 
on Thrift 


“We could not have had a spending pol- 
icy, unless in the years prior to the 
inauguration of a spending policy, thrift 
had actually been practiced,” according to 
Henry H. Heiman, of the National Asso- 
ciation of Credit Men. “If thrift had not 
been practiced, what would you have to 
spend? If thrift had not built up surpluses 
of money, material and credit, how could 
you distribute these funds or these goods 
and services? If thrift had not built up 
credit, how could you espouse a spending 
program? Without credit you would not 
be able to gather together the needed sums 
for a paternal distribution. Yes unless, in 
the long years of our history, our people 
had saved and our government had bal- 
anced its budget, you never would have 
heard of a spending policy because there 
would have been nothing to spend.” 
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THE BANK FOR ALL THE PEOPLE 


CONDENSED STATEMENT OF CONDITION, DECEMBER 31, 1943 


ASSETS 

Cash on Hand andin Banks ...... . $159,166,250.76 
United States Government Obligations 481,504,409.02 
Stock in Federal Reserve Bank .... 988,500.00 
State, Municipal and Other Securities . 14,652,401.31 
Loans and Discounts . . . « «+ + 174,427,234.54 
Banking Premises .... «+s © 4,912,767.80 
Other Renal Estate ... «22s 1,188,204.38 
Other Resources . . . 2 2 2 2 « « 2,208,155.50 
Customers’ Liability on Acceptances 116,027.72 

Betel . « 2 @ $839,163,951.03 


LIABILITIES 

Capital Stock ....+..-ceecee $13,800,000.00 
Surplus and Undivided Profits . . . .- 10,154,436.70 
Reserve for Contingencies ... « « 2,172,504.88 
Capital Notes ...«-ceeccrccrcce 11,000,000.00 
Retirement Fund for Capital Notes . 1,500,000.00 
DEPOSITS 

Demand .....+e+e-+ $413,716,202.22 

U.S.War Loan Deposits . , 91,394,150.51 

we 68.6 66 + 4 66 «4 269,267,845.20 

Estates Trust Department . 15,661,180,40 

Corporate Trust Department 2,737,406.78 792,776,785.11 


Accrued Taxes, Interest,etc. . «s+ +-+-e-ees 3,206,763.41 
Other Liabilities . ....scceccercccvcve 4,437,433.21 
Acceptances Executed for Customers .. «. « « « 116,027.72 
we +e 6 & 6 eS Se @ $839,163,951.03 
Contingent Liability on Loan Commitments—$22,882,140.16 
United States Government Obligations carried at $137,442.276.70 are pledged to secure 


oubiic funds and trust deposits and for other purposes as required or permitted by law 


We welcome in 1944 individuals and corporations 
seeking new or additional banking services. 


50 YEARS OF BANKING USEFULNESS 


46 Convenient Offices 


Out-of-town: 
Bedford « Lorain « Painesville * Willoughby 


Member: Federal Deposit Insurance Corporation Federal Reserve System 
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SOCIAL SECURITY — PUBLIC 


AND PRIVATE 


ALBERT LINTON 
President, Provident Mutual Life Insurance Co., Philadelphia 


WING to the haste with which the 

Social Security Act was devised and 
the lack of experience in the United 
States with social insurance, the original 
act contained weaknesses. Several of 
these were remedied in 1939. Experience 
has shown that improvements in the Act 
are still needed. 

However, instead of a bill to make the 
relatively few changes needed, we have a 
bill which proposes not only fundamental 
changes in policy but also a broad ex- 
pansion of social security into new fields. 
The implications of the new proposals 
are far-reaching and in many aspects 
dangerous. 

In appraising social security proposals 
it is helpful to apply certain objective tests 
in the searching light of experience. 

(1) Does the program allow ample op- 
portunity and provide adequate incentives 
for people to develop initiative and ambi- 
tion, thereby reducing to a minimum the 
temptation to turn to government to achieve 
personal security? 

(2) Does the program undertake to do 
what can better be done by private, volun- 
tary means? 

(3) Does the program enhance unduly 
the power of the central government? 

It is proposed that the minimum pension 
be raised from $10 to $20 per month per 
single individual, and to $30 per aged cou- 
ple. If eligibility conditions are properly 
set up, this provision has merit. The bill 
further provides that the maximum pen- 
sion be raised from $85 to $120 per month, 
with smaller increases at the lower levels 
of earnings. This clearly violates the prin- 
ciple that social insurance benefits should 
be held to a subsistence level in order to 
allow ample scope for individuals to achieve 
adequate old age incomes by supplementing 
the basic minimum through voluntary ef- 
forts. 

It is proposed to extend the old age and 
survivors insurance program to _ include 
large groups not now covered, such as farm 
and domestic workers, employees of non- 
profit organizations, and governmental em- 


From address before the 37th annual meeting of 
The Association of Life Insurance Presidents. 
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ployees. These extensions should be made 
as soon as practicable. However, to in- 
clude the self-employed would give rise to 
formidable administrative problems and 
afford many opportunities for persons in no 
need of governmental protection to devise 
ways of obtaining large benefits at the ex- 
pense of the government. 

If the eligibility age for disability bene- 
fits were made say 55, instead of 18 as 
proposed, much could be said for the pro- 
vision. Many workers become totally dis- 
abled as they approach old age and there 
would be value in a plan which would bridge 
the gap until the old age benefits became 
available at 65. It would serve also to 
counteract possible efforts by pressure 
groups to reduce the general retirement 
age below 65. Such a reduction would be 
undesirable not only from broad social and 
economic considerations, but also because of 
the heavy increase in costs. To provide 
total and permanent disability benefits at 
the younger ages would entail serious ad- 
ministrative problems. 


Medical and Hospital Care 


The recommendations for compulsory in- 
surance that would provide comprehensive 
health and hospital care for the upwards 
of 110 million persons are exceedingly con- 
troversial. 

The great majority of doctors and man- 
agers of voluntary hospitals are convinced 
that the plan would lead to an actual de- 
terioration in the high medical and hospital 
standards achieved in the United States. 

The main points of a threefold construc- 
tive program favored by many who are 
experienced in this field are as follows: 

(1) Vigorous, continuous efforts should 
be made to achieve improvements in the 
field of prevention, sanitation, housing, 
recreation, education regarding nutrition, 
diagnosis of disease and education of the 
people to use the facilities that are avail- 
able. Although all of these areas should 
be occupied by governmental agencies, 
local, state and federal, there remains a 
tremendously vital role to the played by 
private, voluntary agencies. 

(2) The present system of free medical 
and hospital care for the lower income 
groups should be improved and extendéd to 
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areas not now adequately served. Old age 
benefits under the Social Security Act need 
to be supplemented when the pensioner be- 
comes ill. The provision of better care for 
the indigent is a proper function of govern- 
ment, both state and federal. 


(3) Maximum efforts should be exerted 
to encourage voluntary prepaid systems 
providing hospital and medical care. Al- 
ready great success has attended the vol- 
untary Blue Cross hospital service plans. 
Mention should also be made of the health 
and accident policies and policies providing 
hospital and surgical benefits which are 
offered by insurance companies and which 
appeal to large sections of the population. 


Payroll Taxes 


Proposals are before Congress to raise 
the payroll taxes at once to twelve per cent 
—one-half to be paid by employees and 
one-half by employers. At present levels 
of employment, this tax would yield up- 
wards of $8 billion a year. Even under 
peacetime employment conditions this rate 
of tax would yield an income that for 
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several years would far exceed the outgo. 

Deducting the three per cent payroll tax 
for unemployment insurance, we are left 
with nine per cent to apply to the remainder 
of the proposed social insurance program. 
This rate of tax would be far higher than 
necessary to begin with. The correct pro- 
cedure would be to adopt a pay-as-you-go 
contingency reserve financing plan similar 
to the one adopted in 1939 for old age and 
survivors insurance. What the actual tax 
schedule over the years should be would 
depend upon the benefits finally included in 
the program. A low tax rate for several 
years would be indicated, rising as benefits 
increased and need existed to build the con- 
tingency reserve up to higher levels. In 
later years, after the system had reached 
greater maturity, it would be anticipated 
that benefit payments would exceed tax 
receipts and that then the government 
would make appropriations to the system 
out of general revenue funds. This, of 
course, underlines the crucial importance 
of keeping benefits within limits which at 
no time would impose undue burdens upon 
the national economy. 
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CAPITAL FOR INDUSTRIAL RECONVERSION 


PERCY M. STEWART, Chairman 
From report of Industrial Securities Committee, Investment Bankers Assn., 


T the end of 1942 long-term and 

short-term private debt of all kinds 
aggregated about $113,500,000,000, while 
Federal debt had reached a total of $112,- 
500,000,000, and at the end of Septem- 
ber, 1943, had risen to one hundred sixty- 
two billion dollars. Estimated expendi- 
tures for new war industrial plants and 
facilities over the past three years now 
aggregate around twenty billion dollars, 
of which approximately fifteen billion 
dollars came from government agencies. 
The nation’s entire investment in manu- 
facturing plants now amounts to about 
seventy billions, from which must be de- 
ducted an amount, which cannot be ac- 
curately calculated, for depreciation. 
The government now owns about 25% of 
the nation’s total industrial facilities, 
considered to be the very latest in de- 
sign and the most modernly equipped, 
but their relative importance varies con- 


siderably with different industries: 


Industry 


Aviation (aircraft engines, parts and ac- 
cessories) 

Aviation gasoline 

Aluminum and its products 

Iven. and steel products... =. 

Machine tools and other metal working 
equipment 

Magnesium and its products 

Synthetic rubber 


*Computed from statements and speeches of the 
Secretary of Commerce. 


So-called “V” loan arrangements num- 
bered (July 31, 1943), 4,404, involving a 
total commitment of $4,900,000,000, of 
which one billion five hundred thirty-six 
million dollars in loans were outstanding, 
leaving available credit of two billion 
three hundred eighty-eight million dollars. 

Flotations by industrial corporations for 
new capital and refunding purposes de- 
clined as follows :** 


Total New Capital Refunding 
(000,000 Bd. & Note Stock Bd. & Note Stock 
Year omitted) Issues Issues Issues Issues 


1940 $1094 214 105 710 65 
1941 835 263 147 408 17 
1942 516 342 83 84 7 
1943 (a) 313 103 42 135 33 


(a) nine months 
**From Commercial and Financial Chronicle 
monthly compilations. 


During the next five years approximately 
$325 million of industrial bond and note 
issues mature. So far as refundings for 
interest savings are concerned, it is prob- 
ably true that under present rate levels the 
greater part of possible refundings has 
already been accomplished. 


Well known authorities agree that under. 
certain conditions industrial expansion in 
the post-war period might be as great as 
any the United States has ever before 
experienced, and it is not difficult to en- 
visage demands for the first few years 
aggregating between ten and fifteen bil- 
lion dollars required for new construction, 


% of Industry 
under U.S. 
Ownership 
(approx.) 


Approx. Government 
Investment via 
Defense Plant Corp.* 


No. of 
Plants 


Amount 
(in millions) 


$2,700 
152 
780 
1,000 


153 
430 
633 


(the United States Chamber of Commerce 
in a recent nationwide survey found that 
American families are now planning ex- 
penditures, within six months after peace 
returns, for $7,175,000,000 in homes, $3,300,- 
000,000 in cars, $1,216,000,000 in household 
appliances, $711,000,000 in furniture and 
floor coverings, plus some $7,500,000,000 in 
improvements, additions and repairs to 
homes and farms), purchase of government 
plant facilities, retooling and replacement, 
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building up inventories, and working cap- 
ital positions (where high taxation rate has 
made impossible the building up of suffi- 
cient cash conversion. reserves). 

In addition, there will be a heavy foreign 
demand which may well involve the ques- 
tion of long-term credits. Unless we agree 
on a workable plan now, the end of the war 
_may find us unprepared on procedure, in 
which event extension of such credit by 
government is not unlikely. 


Governmental Assurances Needed 


Many of these demands for new capital, 
and jobs, will be realized only to the extent 
that private enterprise is permitted to func- 
tion. Since their objectives are synony- 
mous, certain definite governmental declar- 
ations of policy should be made without 
delay. 

1. Prompt and simpler legislation to 
bring quick settlements of cancelled 
war contracts and completion of all 
renegotiation for each calendar year 
within six months of the close of such 
years. This requires a more positive 
definition of authority with respect 
to the price adjustment boards and 
probably the elimination of arbitrary 
decisions not founded on law. 

. Legislation whereby manufacturers 
with government war contracts can 
escrow a certain percentage of their 
gross earnings for the capital needed 
for reconversion to peace-time activ- 
ities. The terrific expansion makes 
this essential for all industries but 
especially such as aviation, shipbuild- 
ing and machine tools. 

. The government should promptly 
pledge itself not to operate its De- 
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fense Plant Corporations in competi- 
tion with business. In cases where 
the contracts are not already explicit 
it should agree to lease or sell its war 
plants to private companies under 
such reasonable terms and conditions 
as may be feasible at the time. 


Tax and Interest Rate Factors 


Reports of 817 companies in ninety-three 
different industries for 1942 show a total 
net income of two billion two hundred 
forty-five million dollars, a decline of 15% 
from the 1941 figure. This was a direct 
reflection of heavier taxes and higher oper- 
ating costs, despite larger gross earnings 
in most cases, and it looks as though cor- 
porate net earnings will not be much, if 
any, higher for 1943 than for 1942. 

Undoubtedly in the after-the-war period 
taxes will still prevent corporations from 
making much money on the terrific volume 
of business which they will have to do, but 
sufficient tax leeway must be given to sup- 
port the new securities. A large propor- 
tion of which will be equity financing. Risk 
capital of this nature will not be put to 
work unless a reasonable opportunity for 
a commensurate return is possible. Corpor- 
ation taxes, therefore, should be promptly 
lowered and, in addition, the tax rates on 
capital gains further reduced. 

In the light of all our past experience 
and with the strong indication of heavy 
demands for new capital after the war it 
seems a surety that interest rates for long- 
term industrial bond issues are bound to 
rise sooner or later. Whether the steady 
increase in short-term rates heralds a like 
advance in long-term rates remains prob- 
lematical, at least until the heavy antici- 
pated demands for capital give the market 
a real test. In any event, much depends 
on how much control the government 
chooses to exercise. 


If the war lasts through 1946 we prob- 
ably will have as many as seventy-five mil- 
lion individual owners of government bonds 
in this country. From this group must 
come a large portion of the new capital to 
be raised. 


a | Ce 


New life insurance for November was 
27.8 per cent more than for November of 
1942, according to The Association of Life 
Insurance Presidents. The amount for the 
first eleven months was 9.4 per cent more 
than for the corresponding period of last 
year. 
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INTERNATIONAL MONETARY STABILIZATION 


JACOB VINER 


Digested from Yale Review, Autumn, 1943 


LMOST all persons who believe in in- 
ternational economic collaboration 
would agree that exchange rates are 
properly matters of international con- 
cern. They should not be manipulated 
unilaterally by particular countries re- 
gardless of their consequences for other 
countries. Above all, they should not be 
used either as weapons of economic ag- 
gression or as beggar-my-neighbor in- 
struments of economic defense. 


A second widely accepted principle is 
that any individual or firm holding any for- 
eign currency acquired as the result of a 
normal commercial transaction should be 
able to exchange it freely at the prevailing 
rates for his own currency. If these two 
principles were fulfilled substantial stabil- 
ity of exchanges would result as an almost 
inevitable consequence, but neither of 
these principles will be realized unless sub- 
stantial stability of exchanges is both pre- 
scribed and facilitated by an international 
monetary code and an international mone- 
tary institution designed to enforce the 
code and to create the conditions which will 
make such enforcement possible without 
undue hardship to any country. 


Return to Gold Unlikely 


A return in the post-war period to some- 
thing like the traditional gold standard 
through the autonomous action of indi- 
vidual countries is highly unlikely because 
of shattered or distorted economies, a heavy 
accumulation of short-term external in- 
debtedness, exchange rates too high in re- 
lation to internal price levels and to the 
foreign demand, and concentration of the 
world’s gold in a few countries. Many coun- 
tries will have no inclination to subject 
themselves to the international monetary 
discipline which adherence to the gold 
standard involves. An unregulated inter- 
national gold standard would put the world 
into a monetary strait-jacket which would 
block the adoption of desirable as well as 
of foolish policies. A world standard based 
on the dollar and managed predominantly 
by the United States might conceivably 


work admirably. But there is little in our 
past monetary record or in the character 
of our legislative procedures and official 
and private attitudes in the monetary field 
which would justify confident expectations 
that we would be passably good managers. 


The post-war world monetary system 
will have to be deliberately designed and to 
be operated under strictly international 
auspices. The technical complexity of the 
problem, the diversity of ends which mone- 
tary institutions are expected to serve, the 
conflicts of interest and of opinion between 
and within countries, will make difficult 
the reaching of agreement as to principles 
and as to technical details. 


Monetary stabilization alone will not 
suffice to cure the world of its troubles in 
the international economic field. Indeed, 
disturbance in international monetary re- 
lations is often rather a symptom of more 
deep-lying causes of international dis- 
equilibrium than an initiating factor. Plan- 
ning for the constitution of a better post- 
war world must extend far beyond the 
monetary field. But the monetary aspect is a 
key one and it will be necessary to reach 
substantial agreement, at least on a tenta- 
tive basis, in the monetary field before it 
will be possible to make much progress in 
planning for other equally important or 
even more important fields. ; 
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INFLATION OR DEFLATION? 


STEPHEN M. FOSTER 
Economic Advisor, New York Life Insurance Company 


HE United States appears to have 

made a real advance in the attempt 
to combat inflationary tendencies, and to 
have made substantial progress towards 
attaining the economic and monetary 
equilibrium which is so essential to total 
victory. The inflationary forces of the 
past few years are still present in dan- 
gerous amounts, although the chief and 
most important one, the Government’s 
rate of spending, has apparently stopped 
expanding. 

Various corrective factors have worked 
to increase the volume of available civilian 
supplies and to decrease civilian demand. 
These anti-inflationary forces, by the close 
of 1943, were apparently bringing about an 
adjustment in the supply-demand relation- 
ship, and had already effected a leveling 
off of the price movement. ~There have 
been four important corrective factors at 
work: 

First, the supply of goods and services 
available to civilians has been much greater 
than was originally anticipated. The phy- 
sical volume of goods and services: available 
for purchase and consumption by the Amer- 
ican public was actually greater in 1943 
than in 1939. 

Second, wage ceilings tended to curtail 
the demand for civilian goods and services. 
Wage ceilings were imposed to keep wages 
from increasing as rapidly as they would 
have increased under the unrestrained oper- 
ation of the law of supply and demand for 
labor. Many people think that the efforts 
to check wage increases were not nearly 
drastic enough; they point out that aggre- 
gate income payments to all individuals, of 
which wage payments are the most im- 
portant item, have increased from $71 bil- 
lion in 1939 to $142 billion in 19438. Of 
course, this increase is tremendous. Never- 
theless, without the imposition of ceilings, 
there is little doubt that the increase in 
wage payments and, therefore, in aggre- 
gate income payments, would have been far 
greater than it has been. 

Third, the great increase in personal 
taxes has checked civilian demand for 
goods and services. Personal taxes in- 
creased from $3 billion in 1939 to $18 bil- 
‘lion in 1943. 


Fourth, the tendency of people to save 
has prevented swollen individual incomes 
from being translated into actual pur- 
chases of goods and services. In 1939, 
public savings amounted to about $6 bil- 
lion; in 1948, savings are estimated at 
about $34 billion. 


As long as the rate of government ex- 
penditures was increasing each year from 
$10 billion to $21 billion to $58 billion and 
to $93 billion, it was to be expected that 
their inflationary effect would out-run the 
corrective or anti-inflationary factors, and 
that the general price level would increase 
materially. But early in 19438, the Govern- 
ment’s annual rate of spending reached 
approximately its peak. Tax receipts, how- 
ever, continued to increase, so that during 
the latter months of 1943, the Government’s 
annual rate of deficit declined sharply. 
Moreover, since the public is saving tre- 
mendous sums, the Government is, for the 
moment at least, able to do most, if not 
all, of its borrowing from non-banking 
sources. Thus, the inflationary expansion 
of our banking and monetary system has 
been slowed down. 


Whether we will be. able to maintain 
economic stability depends in very large 
measure upon the public’s rate of savings. 
Because this involves human behavior, it 
is obviously difficult and dangerous to at- 
tempt any prediction as to what the future 
holds in store. On the one hand, the rate 
of savings could rise to a point where, with 
the increasing supplies of goods and ser- 
vices available to civilians, the anti-infla- 
tionary forces might become greater than 
the inflationary forces. On the other hand, 
with the public’s accumulated savings esti- 
mated, since the outbreak of war, to be in 
excess of $80 billion, the incentive to save 
may be reduced. Moreover, there is an 
ever-present danger that people may start 
to spend the savings that they have already 
amassed. 


Instead of inflation being a foregone con- 
clusion, as some observers assumed at the 
beginning of 1943 and as many people 
still believe, there is perhaps an equal pos- 
sibility, at the close of 1943, that price 
declines may dominate the next great 
cyclical movement of our economy. 
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MEASURING THE “INFLATIONARY 
GAP”—The “inflationary gap” is very 
largely a statistical abstraction and a quite 
imperfect measure of the inflationary 
forces present in a situaiton. It fails to 
recognize that the psychological attitude of 
the public is probably fully as important as 
any particular mathematical relationship 
between total spendable incomes and total 
available goods over a given period. For 
if people are not in a spending mood, either 
because they cannot get the goods they 
want, or for patriotic reasons, or because 
increasing taxes are inducing an attitude 
of caution, inflationary pressures will be 
held back just as effectively as though 
taxes were higher. This, indeed, has been 
the situation here to date. The disinclin- 
ation of people to spend all they get, but 
to hold some of their money idle and to 
pay their debts, has been a powerful rein- 
forcement to other measures to curb in- 
flation. 


On the other hand, if for any reason— 
say, lack of confidence in the ability to 
control inflation—the psychological attitude 
towards spending changes, not even the 
“inflationary gap” would be a full measure 
of the danger. For then, besides spending 
their current incomes, people might try to 
convert past savings into goods. 


All of which serves to prove two things 
—(1) that there is no precise measuring 
rod for determining how much taxes are 
needed to prevent inflation, and (2) that 
wartime taxation serves a dual purpose: it 
can contribute to make the inflationary gap 
manageable and can contribute to the for- 
mation of attitudes which take care of the 
unmanaged remainder of the gap. 


National City Bank Bulletin, Nov. 1943 
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BUSINESS OPINION ON THE TAX 
BILL—tThe replies to a special survey con- 
ducted by Guaranty Trust Company of New 
York indicate a preponderance of opinion 
on the following points: 

Further substantial increases in income 
tax rates on corporations and on individ- 
uals in the middle and higher brackets 
would be futile and dangerous. 

Additional tax revenue, if needed, shoculd 
be obtained by broadening the tax base, 
either through lower personal exemptions, 
higher excise taxes, or, best of all, a gen- 
eral sales tax. 

The most objectionable features of the 
present law are the capital stock tax and 
the declared-value excess profits tax. 

It is highly important that the tax struc- 
ture be such as to permit business concerns 
to build up adequate post-war reserves. 

The tax system is greatly in need of 
simplification and, as far as posisble, stabil- 
ization. 

The present fiscal problem can be solved 
largely if not wholly by economy in Gov- 
ernment expenditure. 

Double taxation of corporation earnings 
in the form of profits and dividends should 
be abolished. 

The provisions of the law dealing with 
capital gains and losses, excess profits tax 
credits and the spreading of losses should 
be liberalized. 

Estate, gift and social security taxes 
should not be raised at present, and the 
social security tax should be used exclu- 
sively for social security purposes. 

High tax rates are accepted as necessary, 
and objections are raised only against those 
provisions of the law that are considered 
inequitable in their operation. 

On the following points opinion is di- 
vided, or there appears to be no pro- 
nounced sentiment among the business men 
responding to this inquiry: 

Further increase in the excess profits 
tax. 

The importance of renegotiation of war 
contracts. 

The compulsory savings plan. 


BUSINESS WORKING CAPITAL—An 
estimated $56 billion of working capital 
was used in 1943 to finance production and 
of this total 45% came from governmental 
sources, reports Professor Charles C. Ab- 
bott of the Harvard Business School. In 
addition, since 1939 an estimated $22 bil- 
lion has been spent or obligated for to 
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expand the physical facilities of industry; 
$15 billion of this amount was furnished 
by the government. A considerable portion 
of the working capital furnished by the 
government to finance output does not ap- 
pear on the balance sheets of the individ- 
ual business concerns, notably government- 
owned inventory under cost-plus-fixed-fee 
contracts, government-furnished materials 
and supplies, other working capital, and 
government-owned plants operated by pri- 
vate companies. 

Since current liabilities have risen more 
than current assets, the working capital 
position of manufacturing business is 
poorer than before the war. As a conse- 
quence the current ratio has dropped sharp- 
ly. Sound public policy clearly should take 
account of this fact, and should not make 
the mistake of assuming that business has 
excess liquid funds. 


POST-WAR BUYING—The Third Pro- 
gress Report of the Chamber of Commerce 
of the United States indicates that not only 
are people planning large postwar (within 
6 months) purchases, but they are also ac- 
cumulating the necessary money. Fifty- 
five per cent of the people intend to buy 
because their present equipment has al- 
ready worn out, or is fast wearing out. The 
policy of restricting the manufacture of 
appliances, automobiles, and building ma- 
terials has done much to create a large post- 
war demand. For instance, the number of 
people saying that they would buy certain 
less restricted items, such as furniture or 
floor coverings, immediately after the war 
has remained fairly constant, while the 
number planning to buy automobiles, appli- 
ances, and new homes has skyrocketed. 


1942 1943 
Furniture and 
floor coverings 
Automobiles and 
appliances 
New homes (buy or 


6,400,000 6,440,000 


11,300,000 17,400,000 


1,015,000 1,540,000 


An increased number of people are saving 
with a definite purpose in mind—25% in 
the present report as against 19% in the 
last report. Of the total public, 84% (81% 
in the last report) are investing in one or 
more of the following: War bonds, life in- 
surance, savings accounts, mortgage retire- 
raent, other investments. 51% of all re- 
spondents—an increase of 8%—say they 
will have accumulated savings equal to at 
least a tenth of their annual income by 
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the end of the year. The following pro- 
portions in the specified income groups in- 
dicated they are able to save money at the 
present time: 


$2500—4000 
1500—2500 
Under 1500 


POST-WAR PURCHASE PLAN—A plan 
to combat inflation through saving to pur- 
chase post-war durable goods has been de- 
vised by Charles W. Green of the Franklin 
Square (L. I.) National Bank. Known as 
the Purchase Club Plan, which Mr. Green 
hopes will be adopted throughout the coun- 
try, the scheme calls for members to de- 
posit regular weekly amounts in special 
accounts known as “My New Car’—or any 
other item, a separate account for each. 


MODIFICATION OF CANADIAN WAGE 
CONTROL—In the battle against inflation, 
the price ceiling is the front line. That 
line the government is resolved to hold. To 
abandon wage control would make it im- 
possible to hold that line. In the policy of 
wage stabilization there will therefore be 
no fundamental change. Two important 
changes, however, will be made in the 
method of controlling wages. 

The War Labor Boards, in dealing with 
applications for wage adjustments, will no 
longer be bound to apply a standard of 
comparing wages in one plant or industry 
with wages in other plants or industries. 
Instead, the standard in adjusting wages 
will be the removal of gross inequalities 
and injustices. 

The payment of cost of living bonuses at 
varying scales has given Canada a compli- 
cated structure of wages and _ bonuses. 


In these times especially, 
many corporations find it 
desirable to have their se- 
curities in a custody ac- 
count at the Equitable. 
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These complications have proven a constant 
source of misunderstanding and friction. 
The policy of the government is that all 
practicable measures shall be taken to keep 
the cost of living at present levels. No 
further bonuses are to be paid. The exist- 
ing cost of living bonuses are to be added 
to and to become part of basic wage rates. 


The government believes that by holding 
the cost of living at the present level, it 
will afford a more adequate safeguard of 
the basic living standard of Labour than 
was provided by the cost of living bonus. 
If the cost of living rises more than 3% 
and remains at that level for two consecu- 
tive months, the government will review the 
whole programme of price control and wage 
control and take appropriate action. 


Prime Minister Rt. Hon. W. L. 
King, M.P. 


Mackenzie 


THE DECLINE OF NON-FEDERAL 
DEBT—With the federal debt increasing 
continuously since America entered the war, 
private debt of practically every character 
has shown a significant decline and state 
and local borrowings have followed the 
same pattern. This phenomenon is in 
marked contrast to the nation’s experience 
in the former World War when non-federal 
debt advanced in almost every major cate- 
gory. 

The period between the two wars was 
marked by two major characteristics, the 
steady expansion of nonfederal debt up un- 
til about 1930; then a decline. Such a trend 
points to basic changes in the nation’s econ- 
omy. Many factors, such as the new 
sources of funds which are available 
through the Government together with the 
federal regulations affecting business oper- 
ations, have had a bearing on the radical 
change in the composition of the country’s 
debt structure. 
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IMPACT OF DECENTRALIZATION— 
The decline in population in eight of the 
twenty-five largest cities of the country 
during the 1930-40 period throws the spot- 
light upon the serious plight of the metro- 
politan centers. The migration of indus- 
try and population to the nearby towns has 
left the center of the city in a state of de- 
cay, characterized by demolition in excess 
of new construction, empty and semi-va- 
cant buildings and soaring taxes. It is esti- 
mated that about one third of the privately- 
owned land in the average incorporated city 
is vacant. Despite this sharp decline 
assessed valuations are far in excess of the 
selling prices of property. Since property 
taxes constitute about two thirds of city 
revenue, the principal source of income has 
reached a stage of diminishing return. 

Cities should consolidate departments, 
streamline services and eliminate waste and 
extravagance so that governmental costs 
may be brought more in line with shrinking 
revenue. Now is a golden opportunity to 
adopt the policy of not filling vacancies. 

The tax structure should be revamped 
and placed on a broader basis in order to 
lighten the heavy load now carried by real 
estate. Unless some relief is provided, 
property values will continue to depreciate 
and revenue to shrink. 

The major task is to check or reverse the 
trend of decentralization by luring the peo- 
ple back to the city. This would call for 
a long-range program of reconstruction, 
largely under the auspices of private enter- 
prise, with new and modern buildings, at- 
tractive neighborhood centers, adequate 
parking spaces and circumferential high- 
ways that will relieve congestion within the 
city. Such a development will need to be 
on an extensive scale as piecemeal projects 
are in the course of time engulfed by the 
blight of surrounding areas. 


New England Letter of First National Bank 
of Boston, Nov. 30. 


NATIONAL DEBT STRUCTURE, 1916-1942 
(Net Debt in Billions of Dollars) 


Urban Real 

Corporate 
27.9 8.6 
45.3 31.6 
48.9 32.6 
45.4 27.4 
42.5 26.1 
40.7 28.0 


: Department of Commerce. 


Farm Mtge. Estate Mtge. Short-Term 


*Federal 
Debt 


Total Non- 
Fed. Debt. 
72.4 
155.8 
156.5 
128.4 
125.3 
129.2 


State and 
Local Gov’t. 
25.5 4.6 
55.5 13.7 
50.8 14.7 
30.9 16.8 
33.8 16.0 
38.3 15.7 


Total 


*Includes Federal Agencies. 


The Index, New York Trust Co., Winter Issue, 1943. 





CAPITAL MANAGEMENT 


Abfter the War 


A. P. HERBERT, M. P. 


Written on occasion of Sir William Beveridge’s marriage shortly after publication of his 
Social Security Plan. 


©6 J DON’T see,” said Sir William, “just 
how we shall win; 

In fact, I’d be glad if I saw us begin. 

But they tell me that don’t worry no one 
no more, 

For the only thing matters is ‘after the 
war.’ 

Well I wouldn’t have guessed, but for all 
that I’ve heard, 

This old war is the best thing as ever oc- 
curred, 

When you think how much better we’re 
going to be— 

Them Utopias is nothing as far as I see. 

And if you say ‘William, how can that be 
so?’ 

Well, there, I’m_ that 
wouldn’t know. 


ignorant I just 


Oh, won’t it be wonderful after the war— 
After the war—after the war? 
There won’t be no war, and there won’t be 
no pore, 
After the war—after the war. 
We won’t have to work if we find it a bore, 
We'll all get a pension about twenty-four, 
And there’s only one problem I’d like to 
explore— 
Why didn’t we have the old wa-er before? 


“Tt ain’t against Hitler we’re fighting, they 
say, 

But the Economic System what led him 
astray. 

It ain’t the nice Germans what murders the 
Poles, 

But them old ‘Vested Interests’ as poisons 
their souls. 

Poor Hitler of rubber and oil was bereft, 

So we'll give him what rubber and oil we’ve 
got left; 

And this here arrangement will end, as 
you'll see, 

In a much better world both for you and 
for me. 

But if you say ‘William, how can that be 


Well, there, I’m _ that 
wouldn’t know. 


ignorant I just 


Oh, won’t it be wonderful after the war— 
After the war—after the war? 
We'll all have a carriage-and-four at the 
door, 
After the war—after the war. 
There won’t be no sick, and there won’t 
be no pore, 
The beer will be better, and quicker, and 
more; 
There’s only one question shakes me to the 
core— 
Why didn’t we have the old wa-er before? 


“If there’s one thing we’re sick of, it’s the 
State, there’s no doubt— 

All them cards, and inspectors, and messing 
about; 

If there’s one sort of snake we’d all send to 
the Zoo 

It’s them uncivil servants and burrowcrats 
too. 

But in this new Heaven and Earth that’s 
ahead, 

There’ll be nothing but nationalizing, it’s 
said, 

Which means the old world will run in 
Whitehall, 

And before we know that, we’ll be burrow- 
crats all. 

But if you say ‘William, how can that be 
so?’ 

Well, there, I’m just that ignorant I just 
wouldn’t know. 


Oh, won’t it be wonderful after the war— 
After the war—after the war? 
We'll work for the State, and we’ll knock 
off at four, 
After the war—after the war. 
We won’t work at all if we find it a bore, 
The beer will be better, and quicker, and 
more— 
But why didn’t we have the old wa-er be- 
fore?” 


COMPLETE TRUST SERVICE IN GEORGIA 
through ten offices in six cities 
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MANUFACTURERS 
TRUST COMPANY 


Condensed Statement of Condition as at close of business 
December 31, 1943 


RESOURCES 


Cash and Due from Banks $401,956,452.50 
U. S. Government Securities ...... 887,436,947.74 
U.S. Government Insured F. H. A. 

Mortgages....... 8,027,541.56 
State and Municipal Bonds 21,430,886.55 
Stock of Federal Reserve Bank 2,229,200.00 
ier DONOR: 55 Sc eee 26,974,125.22 
Loans, Bills Purchased and 

Bankers’ Acceptances 298,950,311.04. 
re 600s oe - See 
Banking Houses ...... 12,129,030.67 
Other Real Estate Equities . . 2,039,173.46 
Customers’ Liability for Acceptances . . 3,688,277.14 
Accrued Interest and Other Resources . 3,597,767.76 


$1,682,356,908.92 


LIABILITIES 


Preferred Stock $ 8,307,640.00 
Common Stock 32,998,440.00 
Surplus and 

Undivided Profits . . 48,344,446.37 — 89,650,526.37 
Reserves. . 6,183,421.91 
Dividend on Common Stock 

(Payable January 3, 1944) 824,959.50 
Dividend on Preferred Stock 

(Payable January 15, 1944) 207,691.00 
Outstanding Acceptances . . 4,280,834.76 
Liability as Endorser on Acceptances 

and Foreign Bills . . 300,214.02 
Deposits 1,580,909,261.36 


$1,682,356,908.92 
United States Government and other securities carried at $165,461,085.31 are pledged 


to secure U. S. Government War Loan Deposits of $133,098,432.17 and other public 
funds and trust deposits, and for other purposes as required or permitted by law. 


Principal Office: 55 Broad Street, New York City 


68 BANKING OFFICES IN GREATER NEW YORK 
European Representative Office: 1, Cornhill, London, E. C. 3 


Member Federal Reserve System 
Member New York Clearing House Association 
Member Federal Deposit Insurance Corporation 


Both Common and Preferred shares have a par value of $20 each. 
The Preferred is convertible into and has a preference over the 
Common to the extent of $50 per share and accrued dividends. 
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ISOLATIONISM - and INDUSTRIAL CAPITAL 


Editorial 


AVINGS of the people, more and 

more being channelled through insti- 
tutional investors, particularly trust in- 
stitutions (which can and do invest to a 
large degree not only in bonds but in 
corporate equities) are the basis of mod- 
ern industrial plant and equipment. 


Fiscal policies, often following social- 
reform philosophies, with redistribution- 
by-taxation as an established fact, and 
restriction of reward while risks and 
costs of production increase, are taking 
away a great deal of the attractiveness 
of saving and, therefore, private invest- 
ment. 

The banker has long since learned that 
the Strong-Box, which amply protected 
his depositors’ funds in the days when 
gold was the only savings, is but poor 
protection for the investment claims that 
now lie in his vaults as bonds, stocks and 
mortgages. Physical security of the 
form of wealth and savings may be of 
little use if the termites of technology, 
of taxation, of economic or social trends 
eat away the value which corporate pro- 
fitability alone can give. And this is 
true not alone of industrial securities— 
for without profitable industry where 
would the jobs and incomes come from 
that provide the tax base for municipal, 
state and government securities? 


Take away the incentive of fair, at- 
tractive returns for savings—whether in 
banks, insurance companies or trust de- 
partments, or through direct investment 
—and you have sounded the death knell 


of private control of industry. And with 
the cutting down of customary sources 
of investable surplus, these savings 
must come more and more from the 
workers of the country. Often unfamiliar’ 
with financial affairs, without adequate 
facilities for keeping watch on the 
changes which affect companies or indus- 
tries, these potential savers must come 
to depend on the institutional investor 
for intelligent, safe investment of their 
savings. 

Thus we find that institutional invest- 
ors and corporate management have, as 
their major and common objective, the 
preservation of conditions healthy for 
corporate profitability. No longer can 
each go its way; the need is for unity, 
for greater mutual understanding and 
effort to achieve these conditions. The 
industrial production manager or sales- 
man is as helpless as the trust or savings 
banker to make a good record and pro- 
tect the capital under his management, 
unless laborer, farmer, customer—the 
American voter—share his sympathy 
and the reward of profits. 

But industrialists are properly busy 
with their own managerial functions, 
have too little time to look out for the 
welfare of savings in general. That is 
the institutional investors’ function. On 
fiscal matters they must earn and obtain 
the confidence of their community as 
trusted leaders in shaping the course of 
monetary laws and conditions—if we are 
to have a democracy in business: as we 
have in politics. 
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1944 — YEAR OF DESTINY 


N the home front, no less than on the 

battle fronts, we seem sure to see, 
in 1944, momentous decisions made, de- 
cisive actions taken, which can color our 
lives for years to come. Their very im- 
mensity humbles us, confuses and creates 
a feeling of helplessness, of impotence. 
We are witness to what may be, in the 
history of the future, the greatest crisis 
of civilization. But just as today’s re- 
sponsibility belongs to the military, to- 
morrow’s belongs to those who have been 
left in charge of the civilian leadership. 
It is to that job that we must address 
ourselves with courage and with con- 
science. 

We may not be the general or the cap- 
tain of the team, but so long as we have 
a democracy—or a republic—we have 
every advantage of the next fellow plus 
our own initiative. And any ball fan 
knows that he can’t influence the score 
by hollering from the bleachers—HE 
HAS TO BE IN THE GAME. In spite 
of the manpower shortage and the con- 
sequent added burdens on those remain- 
ing at their posts, every one of us has an 
obligation to participate in some extra- 
curricular activity of citizenship, not 
only for self-protection but also as trus- 
tee for the men in service. 

It will do little good to worry over the 
national debt, international trade, recon- 
version, or even tax laws and investment 
restrictions. If each of us can find time 
to take some active interest in a local, 
trade or associational group where our 
particular experience can be put to 
specific use, we will have little time to 
worry and probably be able to mitigate 
the cause of that worry. If the counsel 
of wise, practical and _ public-spirited 
heads does not prevail this year on the 
home front, we will certainly have for- 
feited our democratic rights and been 
unfaithful to our trusteeship. 


E have a whole generation condi- 
tioned in the depression era, with 
paternalistic training instead of training 


in self-reliance. Millions of these men 
and women are now, however, learning 
some fundamental laws of life in the hard 


school of war. Other millions, beneficia- 
ries of opportunities for jobs and incomes 
impossible in ordinary times, may be- 
come spoiled and make demands which 
they will want a profligate government 
to guarantee them. 


Labor groups will claim they must 
have this, industry will need that, farm- 
ers will naturally seek their own redress, 
government vocalists will cry their wares 
and pretend to the role of saviours. And 
instead of courageous measures to con- 
trol inflationary forces and forestall 
pressure blocs and raids on the never- 
normal Treasury, this being election year 
Wwe may expect more temporizing—but 
each day this temporizing will be more 
dangerous. Invectives and recrimina- 
tions, especially against business and 
wealth—generously used in recent years 
—may hit a new high unless little men 
and big all over the country emphasize 
the mutuality of interests rather than 
the differences by which we have been 
divided and politically conquered. And 
in this new philosophy of mutual interest 
—which is essential to the unity we must 
have to win either the war or the peace— 
those charged with management, of men 
or of money, will do a great service by ~ 
demonstrating how free enterprise can 
work to the welfare of all. Whether it 
is building battleships or automobiles, 
private capitalism has done a better job, 
if not a perfect one, than any other sys- 
tem, and on the effort and ability of each 
of us to see and advance our common 
spheres, will depend our real destiny. 
Before we start any global reconstruc- 
tion, we had better put our own house in 
order. 


Frank W. Simmonds, senior deputy man- 
ager of the American Bankers Association, 
has resigned, after 20 years with the or- 
ganization. He has devoted himself un- 
failingly to the preservation of State 
chartered banks, progressive bank manage- 
ment; promoted the nation-wide organiza- 
tion of regional clearing house associations 
and has directed many studies influencing 
bank management. 
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TRUST SERVICE IN 1944 


HENRY A. THEIS 


President, Trust Division of the American Bankers Association 
Vice President, Guaranty Trust Company of New York 


HE main attention of the trust busi- 

ness continues to be centered on an 
endeavor to render satisfactory services 
to our customers and to promote the war 
activity. As trust business by its very 
nature projects itself into the future, we 
have begun to give consideration to for- 
ward planning for our business and the 
people we serve. 

Perhaps the foremost concern in run- 
ning a trust department is its earning 
power. Trust business can furnish the 
quality of service which the character of 
the business requires only if it is reason- 
ably profitable. It is particularly impor- 
tant in these days when banking re- 
sources are rapidly expanding that the 
trust department contribute its share to 
building up the institutions’s capital 
position. 

The record of performance of trust in- 
stitutions in these trying times has been 
one of which we all may be justly proud. 
Serious problems have been met, and the 
many that lie ahead will be met with 
equal courage and fidelity. 


Trust Division Activities 


HE Trust Division’s Committee on 
Employees’ Trusts has done an out- 
standing job in its study of the broad 
phases of employees’ trusts, the result of 
which study was contained 
in the November issue of 
The Trust Bulletin. A re- 
view of the important fea- 
tures affecting the admin- 
istration of such trusts pre- 
sents a firm foundation not 
only to those contemplat- 
ing entering this field, but 
also to those who have al- 
ready entered it. 


The common trust fund 
and the prudent man rule 
for trust investment, which 
have had the continuing 
attention of the Trust Divi- 


HENRY A. THEIS 


sion, should receive further consideration 
by trust men in their legislative pro- 
gram. 

One of the irritating problems con- 
fronting trustmen is that of intermed- 
iate court accountings. A special com- 
mittee has been appointed to study and 
report on this problem. 

Our Committee on Taxation has been 
keeping in touch with the progress of the 
new tax bill, to guard against possible 
discrimination against our trust cus- 
tomers. 


Plans are under way to help fill the 
special needs of small trust departments. 

We are maintaining a close liaison and 
friendly relations with the administra- 
tive officers and committees of the A.B.A. 
to the end that we may work towards the 
same objective harmoniously and effi- 
ciently. 


Re-appraising Trust Principles 


UR relations with the members of 

the Bar have continued to be har- 
monious, but because of the many war 
time changes in the personnel of trust 
institutions and law offices, it seems de- 
sirable on the part of local associations 
to re-survey and re-publicize existing 
understandings. 

For a similar reason, one of the forth- 
coming Trust Bulletins will 
contain a re-print of the 
Statement of Principles 
and the various Statements 
of Policies adopted during 
the past decade. These 
should be re-read by trust 
officials and senior trust- 
men, and it is particularly 
important that they be 
studied by those who have 
come along since then. 

Because of the many cur- 
rent trust problems the 
Mid-Winter Trust Confer- 
ence will be held. 





February 8, 9:45 A.M. 


Five-Minute Reports by Committee Chair- 
men on Common Trusts, State Legisla- 
tion, Taxation and Intermediate Court 
Accounting. 

Some 1944 Personal Financial Problems: 
ELMO ROPER, Market Analyst. 

How a Bank President Can Help His Trust 
Department: PERCY C. MADEIRA, JR., 
Pres., Land Title Bank and Trust Co., 
Philadelphia. 


February 8, 2:00 P.M. 


New Business and Estate Planning Panel: 
Led by DANIEL J. MONEN, Vice Pres., 
The Omaha National Bank, with THO- 
BURN MILLS, Vice Pres., The National 
City Bank of Cleveland; A. KEY FOS- 
TER, Vice Pres., First National Bank, 
Montgomery, Ala., and R. McALLISTER 
LLOYD, Vice Pres., Bank of New York. 


Forum on Legal Problems: AUSTIN W. 
SCOTT, Professor at Harvard Law School. 


February 9, 9:15 A.M. 


Trust Institutions and Post-War Problems: 
FRANK F. TAYLOR, Senior Vice Pres., 
Continental Illinois National Bank and 
Trust Co., Chicago. 

Manpower Situation in Banks: WILLIAM 
POWERS, Deputy Manager, A.B.A., and 
Director, Customer and Personnel Rela- 
tions. 
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PROGRAM OF MID-WINTER TRUST CONFERENCE 


Critical Re-Examination of State and Fed- 
eral Taxation: ROLLIN BROWNE, Com- 
missioner of Taxation and Finance, State 
of New York. 


Trustmen of Tomorrow: A. L. M. WIG- 
GINS, Pres., American Bankers Assn. 


February 9, 2:00 P.M. 


Employees’ Trusts Panel Discussion: Led by 
JAMES W. ALLISON, Vice Pres., Equit- 
able Trust Co., Wilmington, Del., with 
CARLYSLE A. BETHEL, Trust Officer, 
Wachovia Bank and Trust Co., Winston- 
Salem, N. C.; DENIS BRANDON MA- 
DURO, of the New York Bar; FRED P. 
McKENZIE, Assistant Vice Pres., Central 
Hanover Bank and Trust Co., New York 
and C. PRESTON DAWSON, New York. 

What’s Going On in the Smaller Trust De- 
partments: GILBERT T. STEPHENSON, 
Director, Trust Research Dept., Graduate 
School of Banking, A.B.A. 


February 10, 9:15 A.M. 


Powers of Advancement: RICHARD R. 
POWELL, Professor of Law, Columbia. 


Investing Under the Prudent-Man Rule: 
RICHARD P. CHAPMAN, Vice Pres., 
The Merchants National Bank of Boston. 

Report on Trust Policies Committee: RAY- 
MOND H. TROTT, Chairman, and Vice 
Pres., Rhode Island Hospital Trust Co., 
Providence. 
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TRENDS IN ESTATE PLANNING 


HENRY S. KOSTER 
Financial Analyst & Consultant, New York City 


FINANCING EMPLOYEE ESTATES 


S has been previously pointed out in 
this column, the most effective meth- 
od of creating and building employee es- 
tates is for employers to supply part of 
compensation in a deferred form through 
a proper employees trust. Current de- 
posits therein will not be subject to the 
ravages of present taxation, reduced 
purchasing power and spending, and will 
provide capital to cover such future re- 
quirements as— 


Life income from retirement age, 
Life income to employee’s wife in 
the event of his death before or 
after retirement age, 

Income to employee’s children 
from his death until they have at 
least completed scholastic educa- 
tion, 

Income and expense reimburse- 
ment during periods of disability, 
Adjustment bonus in the event of 
severance of employment after a 
long period of service. 


(1) 
(2) 


(3) 


There are two principal methods of 
financing such employee estates. The 
selection of the proper mechanism is 
based upon sound corporate finance and 
the extent to which the employer desires 
to commit himself to this purpose over 
the years, which in turn would be gov- 
erned by the size of benefits desired. If 
employee benefits are to be established 
on a pre-determined fixed basis then the 
employer must be willing and able to 
deposit sufficient funds each year in the 
trust to procure these benefits at the 
proper time. If the employer desires the 
ultimate size of employee estates to be 
determined by the degree of financial 
success attained by the company then 
deposits should be based on a percentage 
of profits, with the ultimate benefits 
determined by the amount of accumula- 
tions in the trust as of the date they are 


required to supply benefits. The greatly 
publicized terms “pension plan” and 
“profit-sharing plan” are merely indica- 
tive of basic methods of financing em- 
ployee estates. The former is usually 
applied to the first method described; the 
latter to the second. 


Both methods have advantages and dis- 
advantages to employer and employee. 
Which should be used is dependent 
primarily upon the factors and influences 
surrounding each case. Many corpora- 
tions have established plans involving 
fixed annual commitments although they 
either were not ready for or could not 
afford it, and should have selected the 
profit-sharing mechanism. Inasmuch as 
the employer is the source of all or most 
of the funds which will create these em- 
ployee estates, great damage may result 
to employee morale if the wrong method 
is selected. If business reverses should 
compel discontinuance of a fixed benefit 
plan, employees who relied on “40% of 
salary from retirement age” will levy 
greater criticism on the employer than if 
they had been informed from the begin- 
ning that the amount of benefits avail- 
able would be entirely dependent upon 
profits over the years. 


While an employee may not attain the 
same sense of security under a profit- 
sharing plan as under a plan where the 
extent of his benefits is predetermined, 
his estate is not limited if the company 
maintains a record of profits. In addi- 
tion, the focusing of employee attention 
on company profits by means of employee 
participation therein should generate far 
more incentive and efficiency on the part 
of employees than would be the case if 
his deferred compensation were fixed and 
limited. 


Although both types of financing allow 
tax deductions to the employer for 
amounts deposited into a qualifying trust, 
this tax saving aspect has provided the 
principal factor in the establishment of 
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plans. Since most plans are established 
during years of high profits and high 
tax rates, the employer sometimes feels 
expansive and is willing to make commit- 
ments which he would not entertain in 
other years. Although a company may 
feel that it has properly hedged itself by 
reserving the right to discontinue de- 
posits to a committed fixed benefit plan, 
relations with employees would prohibit 
taking such action without serious con- 
sideration of consequences. 

If an employer is ready and willing 
to consider the funding of employee es- 
tates of a fixed size as a direct part of 
current payroll and unit cost of produc- 
tion, not to be discontinued or reduced 
ahead of current salary and wage de- 
creases, and if the company has a record 
of steady earnings and its business is not 
subject to the economic gyrations encoun- 
tered by many enterprises, then a com- 
mitted type of plan may constitute sound 
corporate finance. Otherwise the profit- 
sharing method of funding future em- 
ployee estates should be the means by 
which the employer takes his first step 
into this modern field of deferred com- 
pensation. Perhaps at some future time 
when the above-mentioned qualifications 
can be met, the plan could be converted 
to establish employee estates of a fixed 
size. 


RESERVE VS. CASH 
VALUE OF LIFE 
POLICY 


RDINARILY, a life insurance policy 
includes a table of cash surrender 


SURRENDER 
INSURANCE 


WOLFE, CORCORAN AND LINDER 


116 JOHN STREET 
NEW YORK 7, N. Y. 


Consulting Actuaries 


Professional Services in Connection with 
Preparation and Valuations of 
Pension Plans and Trusts 
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values, the amount that may be secured 
if the policy is cancelled during lifetime 
or against which a loan may be obtained, 
but it does not include a table showing 
the reserve value of the policy, the 
amount on which the insurance company 
calculated interest at 3% to 34%% per 
annum when establishing the annual pre- 
mium payable. The difference between 
the reserve and cash surrender values is 
represented by the surrender charge, at 
least during the early years of the policy, 
that is deducted from the reserve value. 
This surrender charge, however, penal- 
izes the policyholder only if he gives up 
his policy during lifetime. As such, it 
might be likened to the revocation fee 
received by a trustee if a trust fund is 
revoked, usually calculated in terms of a 
fixed percentage of the principal. 

To illustrate, let us take a newly issued 
policy. Upon payment of the first year’s 
premium of $3,462, the reserve value of 
the policy is $1,944, whereas the cash 
surrender value of the policy for the first 
year is zero. If the policy is kept in 
force, about 60% of the first year’s pre- 
mium earns interest of 3% during that 
year, which helps defray the first year 
cost of the insurance at risk, that is, the 
difference between the face amount of 
the policy and the full initial reserve 
value. In this case, the first year sur- 
render charge is the full $1,944, which, 
however, is of no consequence to the 
policyholder if the policy is not cancelled. 

As a life insurance policy is a perman- 
ent form of investment, with current 
utility through loan values if required, 
the full reserve value of the. policy and 
interest earnings thereon should be given 
emphasis over cash surrender values. If 
this is done, the policyholder becomes 
aware of the active, more valuable in- 
vestment which he has in life insurance. 


SOME EFFECTS OF NEW TAX 
BILL ON TRUSTS 


HE House of Representatives and 
Senate Finance Committee seem to 

be in agreement on the following three 
points which, if they become law, will 
have important effects on certain trusts. 
Change of Beneficiary Trusts (Sec. 
501 Senate Bill). In order to make a 
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trust exempt from estate tax in the es- 
tate of the grantor, he must retain no 
“dominion and control” over the trust 
and no beneficial interest therein. In cer- 
tain types of trusts where the grantor 
gave up the latter type of interest but 
reserved the right to change the bene- 
ficiary or their interests, the United 
States Supreme Court has ruled that the 
gift was incomplete, making the trust 
subject to estate tax in the estate of the 
grantor upon his death, and making the 
trust subject to gift tax upon a later re- 
linquishment of the power. The proposed 
tax bill contains a provision which will 
allow the grantors of such trusts created 
prior to January 1, 1939, to relinquish 
their reserved right to change the bene- 
ficiary prior to January 1, 1945 without 
the imposition of any additional gift tax. 
The terms of this new provision are 
somewhat complicated; individuals in- 
terested in this type of trust should con- 
sult their attorneys. 


Trusts for Maintenance or Support of 
Certain Beneficiaries (Sec. 128 Senate 
Bill). It was held by the Supreme Court 
in Helvering v. Stuart that the income of 
a trust available to discharge a legal ob- 
ligation of the grantor, such as to support 
a wife or child, is taxable to the grantor. 
Prior to the Stuart case it had been held 
that, where a trustee had discretionary 
power either to accumulate the income 
in the trust or apply it for the support 
of a minor, only such income actually 
paid out for the minor would be taxed 
to the grantor, while the remainder of 
the income would be taxed to the trust. 
The Stuart case, however, made all the 
income taxable to the grantor whether 
or not paid out for the minor. The new 
tax bill resurrects the rule in effect prior 
to the Stuart case and makes taxable to 
the grantor only such part of the trust 
income as is actually applied in the dis- 
cretion of a trustee to the support of the 
person whom the grantor is legally obli- 
gated to support. It would appear that 
this rule is now extended to include a wife 
as well as minor children. The provision 
is made applicable to .taxable years be- 
ginning after December 31, 1942, and is 
made retroactively applicable, under cer- 
tain conditions, to prior Revenue Acts. 
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Extension of Time to Release Powers 
of Appointment (Sec. 504 of Senate 
Bill). This provision extends to Jan- 
uary 1, 1945, the privilege of releasing 
powers of appointment under existing 
trust instruments without subjecting the 
property to estate tax in the estate of the 
donee of the power and without the im- 
position of a gift tax upon such release. 
Whether or not a person holding a power 
to distribute the principal of a trust upon 
his death should release all or part of 
such power is a matter to be analyzed for 
its financial and legal effects. 


Trust Division Organized in Mississippi 


Noel L. Mills, assistant trust officer of 
the Deposit Guaranty & Trust Company, 
Jackson, Miss., was elected president of the 

newly organ- 

ized Trust Di- 

vision of the 

Mis'sissippi 

Bankers Asso- 

ciation at an 

organiza- 

tion meeting 

held on Decem- 

ber 6. M. D. 

Brett, vice 

president of 

the Bank of 

Clarksdale was 

elected vice 

president. The 

secretary 

NOEL L. MILLS of the Associa- 

tion will serve as secretary of the Trust 

Division. 

Committee 
lows: 

Legislation: F. E. Allen, president, Can- 
ton Exchange Bank. 

Public Relations: C. H. King, vice pres- 
ident, Merchants & Farmers Bank, Mer- 
idian. 

Cost and Charges: B. H. Colmery, vice 
president and trust officer, First National 
Bank & Trust Co., Vicksburg. 

Trust Operations: A. B. Cook, vice pres- 
ident, Citizens Bank, Hattiesburg. 


Guest speakers at the meeting were Gil- 
bert T. Stephenson, Director, Trust Re- 
search Department, Graduate School of 
Banking, and Mr. D. G. Fountain, assistant 
chief attorney of the Veterans Administra- 
tion, Jackson. 


appointments were as fol- 
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CENTRAL HANOVER 
BANK AND TRUST COMPANY 


NEW YORK 
Statement of Condition, December 31, 1943 


ASSETS 


Cash and Due from Banks . . . . . « $317,025,865.7 
U. S. Government Securities . . . « «© +» 942;502,701.27 
State and Municipal Securities . . . . . 11,231,205. 
a ae ee ee ee a 15,134,276.39 
Stock in Federal Reserve Bank . ... . 2,430,000. 


Loans and Bills Purchased . . . « «© «© 279,895,015.17 
Real Estate Mortgages... . . 1 © « 3,194,905.10 
ee ee ee ee ee ee ee 13,950,008.00 
ee ee es ee eee 747,059.61 
we ae ee ee ee 2,820,507.34 
Customers’ Liability Account of Acceptances’ . 1,004, 350.49 


Total $1,589,935,894.7 


LIABILITIES 
Capital . . . . « + $21,000,000.00 
Surplus . . . . ~. «  60,000,000.00 
Undivided Profits . . . 23,108,323.23 $104,108,323.23 


Reserves: 
‘Dames, Interest, G0... 2 2 6 8 6,494, 362.62 


Dividend: 

Payable January 3, 1944 . «© «© « « 1,050,000.00 
Acceptances . Sa en ee 1,064, 580.08 
OS Se a a ae ee ee ee ee 


Total $1,589,935,894.76 


There are pledged to secure public monies and to qualify for fiduciary powers 


U. S. Government Securities . . . «© « «© « $239,588,764.97 


Member Federal Deposit Insurance Corporation 
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belles from Ben 


ARTHUR V. BARBER 


Banking Information Service, London, England 


RECENT case before the Court of 

Appeal—Attorney General v. Bar- 
clays Bank Limited—seriously affects 
life insurance trusts. It was held that 
where a settlor assigned to trustees poli- 
cies on his life, together with invest- 
ments, from which the income was to 
provide the annual premiums, the pro- 
ceeds of the policies, on his death, at- 
tracted Estate Duty under Section 2 (1) 
(c) of the Finance Act 1894. The effect 
of the relevant section is that Estate 
Duty is payable on any money received 
on a policy of assurance effected by any 
person dying after August 1, 1894, on 
his life, where the policy is wholly kept 
up by him for the benefit of a donee, 
whether nominee or assignee, or a part 
of such money in proportion to the pre- 
miums paid by him, where the policy 
is partially kept up by him for such 
benefit. 


The decision turned on the meaning 
of the phrase “where the policy is wholly 
kept up.” Although the settlor retained 
no beneficial interest whatsoever in the 
funds settled, two out of three of the 
Lord Justices came to the conclusion that 
the settlor had indirectly kept up the 
policies by the machinery of a trust. Al- 
though the method of providing for de- 
pendents by means of life insurance 
trusts is not popularly used in this coun- 
try, the decision will bear harshly on 
those persons far sighted enough to wish 
for a simple expedient to provide for 
their dependents without setting aside 
large capital funds. 


It remains to be seen whether the case 
will go to the House of Lords or, alter- 
natively, whether by making the income 
of any funds, settled to provide pre- 
miums, the income of the beneficiary, 
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the hardship of the present decision can 
be overcome. 


Railway Preference Stocks 


There have been caustic comments 
here and there lately in the Press regard- 
ing a recent fall in Stock Exchange 
prices which has been associated with a 
spasm of rising hopes for an early peace. 
Certainly, industrial prices have been in- 
clined to sag, but this has been largely a 
correction of the steady rise in these 
markets since the middle of September. 
Even now, prices of industrials are more 
than double the low level which they 
touched in 1940, so that a set-back is 
not an unhealthy sign. 


Home railway stocks on the contrary 
have shown a recovery. The reason for 
this is of interest to beneficiaries of 
many trusts. For the period of the war 
and for a year afterwards railway reven- 
ues, and consequently dividends, are to 
be stabilized by the 1941 agreement be- 
tween the railway companies and the 
Government. Under this agreement the 
Government pays the railway companies 
a fixed rental in exchange for receiving 
all the traffic receipts, but subject to pay- 
ing all operating costs. 


The investment clauses of many trusts, 
particularly marriage settlements, are 
wide enough to include a large range of 
railway preference stocks. Since the ar- 
rangement with the Government enables 
the companies to pay full dividends on 
all the preference stocks except one and 
a small dividend for all British Railway 
ordinary stocks except that of the Lon- 
don North Eastern, beneficiaries are as- 





Trust services in keeping 
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largest and Richmond’s 
oldest bank—established 
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sured of suffering ‘no loss in their gross 
incomes in the near future. 


Having regard to cheap money and 
the present difficulty of obtaining high 
yields, the purchase of railway preference 
stocks by trustees seems attractive for 
mixing purposes in large funds. Lon- 
don, Midland and Scottish 4% Prefer- 
ence, for instance, gave a return in 
October of nearly 5%%, and nearly 
634% is yielded on London North East- 
ern Railway 1st Preference. However, 
no one knows what will happen to the 
railways after the war. If restored to 
the companies, questions arise regard- 
ing the future of transport, rates, fares, 
wages and other difficult problems. On 
the other hand, in a speech by the Min- 
ister of War Transport, Lord Leathers 
said that the financial position of the 
railways must be fully established and 
that they must not be obstructed by 
shortage of funds or inability to raise 
new capital. This can be achieved by 
bolstering of Government credit, by na- 
tionalization, or by creating conditions in 
which railway companies can operate on 
a reasonable profit margin. 


Cheap Money 


Much of the new money which arises 
from incomes created by the Government 
is not reaching the Stock Exchange. 
Normally there would be a constant in- 
flux of new capital issues which would 
broaden the market and lower prices. 
But no new capital issues can be made 
without official consent of the Capital Is- 
sues Committee, and most of the war pro- 
duction is financed by the Government 
direct. Permission to convert debentures 
is granted only when the rate of interest 
exceeds 4%. Further, the Stock Ex- 
change Committee confines its “leave to 
deal” to a few issues which can claim 
justification on the ground of national 
interest. As to securities outside the 
trustee category, e.g. original invest- 
ments or shares in a small family busi- 
ness, the trustee is usually able to ob- 
tain “leave to deal” in such securities 
on the ground that it is in the national 
interest that such securities should be 
sold in order to provide cash for the pay- 
ment of death duties. 
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PERSONNEL CHANGES IN TRUST INSTITUTIONS 


ALABAMA 


Birmingham—Drayton Nabers, assistant 
trust officer in charge of the investment 
division of the FIRST NATIONAL BANK, 
has been made assistant cashier. James I. 
Harrison, Jr., was elected assistant trust 
officer to succeed Mr. Nabers. 


CALIFORNIA 


Fresno—Chester H. Warlow, trust offi- 
cer for the local branch of SECURITY- 
FIRST NATIONAL BANK of Los Angeles 
since 1930, has resigned to devote his efforts 
to personal affairs and those of the Cali- 
fornia State Highway Commission, of which 
he is a member. 


Los Angeles—Frank A. Ford, formerly 
assistant trust officer in charge of trust 
loans and the escrow department of the 
CITIZENS NATIONAL TRUST & SAV- 
INGS BANK, has been elected executive 
vice president and director of the Los An- 
geles Escrow Co. 


ILLINOIS 


Chicago—Guy Wickes Cooke, assistant 
cashier, who has been with THE FIRST 
NATIONAL BANK for 43 years, 33 of 
them in the advertising dept., has resigned. 


INDIANA 


South Bend—Murray C. Trescott has 
been elected second vice president in charge 
of the security investment division of the 
FIRST BANK & TRUST CO. He has been 
connected with Moody’s Investment Service 
in Chicago for the past six years and prior 
to that was with the trust dept. of Chicago 
Illinois National Bank & Trust Co. 


KENTUCKY 
Bowling Green—Roland Fitch, Jr., trust 
officer and assistant cashier of the BOWL- 


ING GREEN TRUST CO., has been com- 
missioned a Lieutenant in the U. S. Navy. 


MARYLAND 


Baltimore—F rederick P. Storm, trust of- 
ficer of the UNION TRUST CO., has been 
appointed assistant vice president. Richard 
Thompson was appointed assistant trust 
officer. 


MASSACHUSETTS 


Boston—Ralph W. Ferguson has been ad- 
vanced from assistant trust officer to trust 


officer of BOSTON SAFE DEPOSIT & 

TRUST CO. Benton B. Bailey, James Otis, 
W. Rowe Bowling and William B. Wolbach 
were elected assistant trust officers. 


Boston—Promotions at the SECOND NA- 
TIONAL BANK include John A. Barry, to 
assistant vice president and trust officer; 
Clarence B. Higgins, to corporate trust offi- 
cer; H. Clifford: Boshan and Nathaniel R. 
Cutler to trust officers; James A. Steven- 
son, assistant trust officer also appointed 
assistant cashier. 


MINNESOTA 


Winona—J. R. Chappell has been ad- 
vanced from vice president to president of 
the MERCHANTS BANK, succeeding the 
late S. A. Steffan. He is also president of 
the Citizens State Bank at Roseau, and the 
Northwestern State Bank at Hallock. 


NEW JERSEY 


Camden—Henry Knepper, formerly vice 
president with the Camden Trust Co., has 
been elected vice president of the FIRST 
CAMDEN NATIONAL BANK & TRUST 
co. 

Morristown—George Munsick has been 
elected president of the MORRISTOWN 
TRUST CO., succeeding Carl V. Vogt, who 
has been made chairman of the board. Mr. 
Munsick was previously connected with 
Clark Dodge & Co., investment bankers in 
New York, Prudential Insurance Co., the 
New York Trust Co. as trust officer, and 
Connecticut Mutual Life Insurance as finan- 
cial secretary. 

Newark—In addition to their duties as 
vice presidents of the UNITED STATES 
TRUST CO., Hugh B. Reed has been elect- 
ed trust officer and Robert D. Milligan 
secretary. 


NEW YORK 


Rockville Centre, L. I—Frank W. Breit- 
bach has been elected president of the 
SOUTH SHORE TRUST CO., succeeding 
the late George W. Loft. 


New York — CENTRAL HANOVER 
BANK & TRUST CO. has announced the 
promotion of James T. Harrigan, assistant 
vice president in the corporate trust dept., , 
to vice president; William R. McAlpin to 
vice president of the personal trust dept., ° 
and Fred P. McKenzie to assistant vice 
president, in the personal trust dept. 





New York—W. B. Dunckel, in charge of 
pension trusts, and W. A. Morgan have 
been promoted from trust officers to vice 
presidents of the BANKERS TRUST 
COMPANY. 

New York—Charles Hensen, Jr., has 
been appointed assistant trust officer of 
BANK OF THE MANHATTAN CO. 

New York—John M. Budinger has been 
advanced to senior vice president of the 
COMMERCIAL NATIONAL BANK & 
TRUST CO. 

New York—GUARANTY TRUST COM- 
PANY’S new second vice presidents in- 
clude Lawrence D. Scheu, formerly assistant 
trust officer, and William J. Weig, formerly 
assistant secretary in the trust dept. Clar- 
ence H. Thorn has been advanced to as- 
sistant trust officer. 

New York—Robert P. Howe has been 
appointed corporate trust officer of J. P. 
MORGAN & CO. INC. Homer P. Cochran 
was named investment officer. 

New York—UNITED STATES TRUST 
COMPANY has appointed Lawrence C. 
Marshall, Ferdinand G. von Kummer, H. 
John Simmen and Frederick M. E. Puelle 


Careful management 
conservative 
policies 
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sound banking 
principles 


since 1886 
& 
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as assistant vice presidents and Frederick 
N. Goodrich, Elmo P. Brown and Frank 
J. Keeler as assistant secretaries. 


New York—Charles C. Clough, controller 
of the MANUFACTURERS TRUST CO. 
since 1929, has been elected vice president 
and controller. 


OREGON 


Portland — THE FIRST NATIONAL 
BANK announces that Tracy Crum, Chica- 
go lawyer, has joined the trust dept., as 
assistant in the probate and court dept. 


PENNSYLVANIA 


Norristown—G. Fred Berger has resigned 
as treasurer of the NORRISTOWN-PENN 
TRUST CO. to join the Energetic Worsted 
Corp. of Bridgeport. He will represent their 
interests in South America with headquar- 
ters at Montevideo, Uruguay. Mr. Berger 
is widely known in A.I.B., Graduate School 
of Banking, and A.B.A. circles as a conven- 
tion speaker and as a co-author of the 
A.I.B. text on “Bank Management.” 


Philadelphia—At the TRADESMENS 
NATIONAL BANK & TRUST CO., Robert 
H. Wass, assistant to the vice president of 
the trust dept., has been appointed assistant 
trust officer, and H. Townsend Bongardt, 
statistician, has been promoted to trust 
investment officer. 


ENGLAND 


London—L. C. G. Dewing has retired 
from the Joint Managership of the Execu- 
tor & Trustee Dept. (Ewhurst branch) of 
LLOYD’S BANK, LTD. His colleagues 
marked the occasion by presenting him with 
a silver tankard suitably inscribed. Mr. 
Dewing became associated from its birth 
with the Executor & Trustee Dept. of the 
Capital & Counties Bank. With the merger 
in 1918 with Lloyd’s Bank the Trustee Dept. 
was taken over. He became Joint Manager 
with Mr. D. H. Turner in May, 1936. 


——_———_0 


The Associated Trust Companies of Cen- 
tral California announce the election of the 
following officers for 1944: president— 
Anthony V. Salerno, assistant trust officer, 
Title Insurance & Guaranty Co., San Fran- 
cisco; vice president—Laurence Tharp, 
trust officer, Anglo California National 
Bank, San Francisco and secretary-treas- 
urer—Albert J. Callahan, assistant trust 
officer, Wells Fargo Bank & Union Trust 
Co., San Francisco. 
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TRUST INSTITUTION BRIEFS 


San Diego, Cal—THE SECURITY 
TRUST & SAVINGS BANK recently ob- 
served its 50th anniversary. 


New Haven, Conn.—Eastern Conference 
of Secretaries of State Bankers Associa- 
tions has elected G. Harold Welch as its 
president for 1944. Mr. Welch, secretary of 
the Connecticut Bankers Association, is 
trust officer of the New Haven Bank, 
N.B.A. 

Chicago, Ill.—All present employees of 
the AMERICAN NATIONAL BANK & 
TRUST CO. combined to send to the 65 
employees of the bank now in the armed 
services an unusual Christmas greeting in 
the form of a letter signed by “the folks 
back at the bank.” The Christmas letter 
contains an album of pictures taken in the 
bank, showing its war-time activities in- 
cluding the sale of war bonds and the 
handling of ration coupon accounts. Photo- 
graphs of most of the men and women in 
the service are also included, together with 
a brief description of their present where- 
abouts and activities. 

Chicago, Ill. Shareholders of the CON- 
TINENTAL ILLINOIS NATIONAL 
BANK & TRUST CO. have approved the 
proposal of the directors to declare a stock 
dividend of 20%. This will increase the 
surplus account by $10,000,000 by transfer 
from undivided profits so that the bank 
will have a capital of $60,000,000 and a 
surplus of the same amount. 

Chicago, IIl—THE FIRST NATIONAL 
BANK announces the shareholders have 
voted to increase the capital stock from 
$30,000,000 to $50,000,000. In addition 
$10,000,000 will be transferred from undi- 
vided profits to surplus, making the surplus 
$40,000,000. 

Indianapolis, Ind.—Francis A. Ohleyer, 
trust officer of the FLETCHER TRUST 
CO., has been appointed to the Indiana 
Intangibles Tax Study Commission to repre- 
sent banks doing a fiduciary business which 
was created under a resolution of the 1943 
General Assembly. 

Emporia, Kan.—The Commercial National 
Bank & Trust Company has been absorbed 
by THE CITIZENS NATIONAL BANK. 

New York, N. Y.—Captain William A. 
Read, who was promoted as such from Lt. 
Commander last June, has received a cita- 
tion from Admiral Halsey for his work on 
Guadalcanal from April to August 1943. 
Captain Read was head of the Personal 
Trust Department of CENTRAL HAN- 


CAPTAIN WILLIAM A. READ 


OVER BANK & TRUST CO. before join- 
ing the service. s 
New York, N. Y.—The shareholders of 
CHASE NATIONAL BANK have voted 
the increase of capital to $111,000,000 which 
will result from the proposed transfer of 
$10,730,000 from surplus to capital. 

New York, N. Y.—A. Nye Van Vleck, 
vice president of the GUARANTY TRUST 
CO. has been named a member of the Com- 
mittee on Trust Functions of the New York 
State Bankers Assn., filling the vacancy 
caused by the resignation of Foster W. 
Doty, now president of the Union Trust 
Company of Springfield, Mass. Mr. Van 
Vleck is also incoming president of the Cor- 
porate Fiduciaries Assn. of New York City. 

New York, N. Y.—The New York Clear- 
ing House Association has readmitted the 
LAWYERS TRUST COMPANY to mem- 
bership, which was a member from 1911 
to 1933, but dropped out after merger with 
the County Trust Co. 
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Philadelphia, Pa.—The FIRST NATION- 
AL BANK is proposing to merge with the 
FIRST TRUST CO., affiliated trustee insti- 
tution. 

Philadelphia, Pa.—A new system of job 
classification and evaluation is being adopt- 
ed by the GIRARD TRUST CO. A detailed 
study of every job in each dept. is to be 
made, and a written description of the 
duties, responsibilities and necessary train- 
ing for each is being prepared. After that 
a salary range for each job will be deter- 
mined. 

Pittsburgh, Pa. — PEOPLES-PITTS- 
BURGH TRUST CO. announces its profit- 
sharing plan for all employees has con- 
cluded its second year with a 12% payment 
for December and an average monthly 
bonus over the year 1943 of 11%. 

Nasbkville, Tenn.—Arthur D. Reed, trust 
officer of NASHVILLE TRUST COM- 
PANY, has been commissioned Captain in 
the U. S. Army Specialist Reserve and is 
awaiting call. 

Richmond, Va.—Directors of the VIR- 
GINIA TRUST COMPANY, a strictly fi- 
duciary institution,, declared a stock divi- 
dend of 100%, increasing the company’s 
capital from $500,000.00 to $1,000,000.00. 


Corp. Fid. Officers 


L. E. Dunn, of the First Trust Co. of St. 
Paul, was elected president of the Corpor- 
ate Fiduciaries Assn. of Minnesota at its 
first annual meeting recently. The other 
officers are, vice presidents: E. D. Stowe, 
of Northwestern National Bank, Minne- 
apolis, and S. K. Platt; secetary-treasurer: 
Lew Wallace, of First National Bank of 
Minneapolis. The meeting was featured by 
reports on the proceedings of the Mid-Con- 
tinent Trust Conference which was held in 
Chicago in October. 


———$——— 9 


New Officers of the Trust Section, Tex- 
as Bankers Association: F. O. Shelton, as- 
sistant trust officer, Fort Worth National 
Bank, succeeds J. S. Whitworth, Guardian 
Trust Co. of Houston, as chairman of the 
Administrative Committee; S. A. Chapman, 
National Bank of Commerce, San Antonio, 
was chosen a member of the Committee to 
succeed R. J. MacBean of Dallas. The 23rd 
annual meeting will be held in Galveston 
during November. 
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IN MEMORIAM 


ROBERT R. PARDOW, trust officer and 
vice president of the Crocker First National 
Bank, San Francisco. 


R. A. EHRET, trust officer of the Boat- 
men’s National Bank, St. Louis. 


JOHN F. FLAACKE, assistant secretary 
of the Chemical Bank & Trust Co., New 
York, N. Y. He had been with the bank 
for 72 years and held the record for the 
entire country for length of continuous 
service with one institution. 


LEON L. GIBSON, vice president, cash- 
ier and trust officer of the People Bank, 
Potsdam, N. Y. 


Indiana Trust Conference 


A conference for trust men of Indiana 
banks was held by the Indiana Bankers 
Association November 18, at Indianapolis, 
with eighty-four trust officers and guests 
registered. 


Gustav Dongus, Indianapolis attorney, 
talked on “Revocable Trusts,’ followed by 
Milton Elrod, Esq., on “Pension and Insur- 
ance Trusts,” with case histories to illus- 
trate the wide field for this new business, 
even for small trust departments. 

Heman T. Powers showed how to plan an 
estate so that the actual spending power 
would remain fairly stable throughout the 
years in spite of depressions or inflationary 
periods. This, not avoidance of taxes, is the 
primary objective of estate planning. 


Gilbert Stephenson, speaking of new fields 
to develop and noting that trust business 
was temporarily at a stand-still due pri- 
marily to war conditions, stated his belief 
that the armed services were doing their 
men a disservice by urging them to create 
powers of attorney, which could involve 


complicated legal questions. Trust depart- 
ments have neglected a great opportunity 
to make lasting friends of service men. 


He suggested the use of principal as a 
basis of fees, criticizing fee-splitting as 
unnecessary and insufficient, and urged 
thorough cost analyses. He scored the In- 
diana trust accounting act as being too 
cumbersome and expensive, often requiring 
extra costs for legal advice. 





FIDELITY-PHILADELPHIA 
TRUST COMPANY 


Organized 1866 
Statement of Condition, December 31, 1943 
* 
ASSETS 


Cash on Hand and due from Banks .... $40,024,326.72 
28,536,573.27 

Investments: 
U. S. Government Securities 75,505,095.31 
State, County and Municipal Securities 6,723,558.06 
Other Investments 16,936,483.34 
Mortgages Owned 2,582,478.47 
Investment in Fidelity Building Corporation 3,182,342.95 
Real Estate Owned 2,771,020.65 
Vaults, Furniture and Fixtures 1,187,570.49 
Accrued Interest Receivable 745,267.70 
Prepaid Taxes and Expenses 243,178.11 
Cash and Transient Collections 463,106.55 


Other Assets 109,013.28 
$179,010,014.90 


$6,700,000.00 

11,000,000.00 

3,415,745.52 

Reserve for Contingencies, etc 893,387.39 
Reserve for Interest, Taxes, etc 465,462.00 
Other Liabilities 8,450.00 
United States Deposits 19,369,223.53 
Other Deposits 137,157,746.46 
$179,010,014.90 

United States Government obligations and other securities carried in the above state- 


ment are pledged to secure Government, State and Municipal deposits, Clearing House 
Exchanges, and for fiduciary purposes as required by law in the sum of $31,323,827.97. 


MARSHALL S. MORGAN KENNETH G. LE FEVRE 


resident Treasurer 


135 South Broad Street € 325 Chestnut Street 


MEMBER FEDERAL RESERVE SYSTEM 
MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 
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THE 
NEw YORK TRUST 
COMPANY 


I0O0 BROADWAY 


MADISON AVENUEAND 40THST. TEN ROCKEFELLER PLAZA 


CONDENSED STATEMENT OF CONDITION 
At the close of business, December 31, 1943 


ASSETS 


Cash on Hand and in Federal Reserve Bank . . $107,948,335.52 
Exchanges, Collections and Other Cash Items . . 67,673,551.09 
United States Government Obligations — Direct 

ES ae ae ae ee eee ee eee 
Other Bonds and Securities. . . . . . . . . 23,001,161.92 
Loans and Discounts . . s « 258,771,343.20 
Interest Receivable, Accounts Receivable and 

Other Assets = Re ee Ql te ce, ck 2,011,867.74 
Customers’ Liability for Acceptances Shae leeor ty fe 70,177.09 
Real Estate Bonds and Mortgages. . . .... 2,494,053.92 
Equitiesin RealEstate. ...... San 526,869.96 


LIABILITIES 


Deposits. . . $648,701,337.45 
Outstanding and Certified ' Checks 40,507,109.46 $689,208.446.91 


Dividend Payable January 3,1944.... ° 525,000.00 
Accounts Payable, Reserve for Taxes and Other 
I nh ar ore tg a esha. a ie” eter lgt ca 2,932,387.25 
RE SN Ee ar ee ea a ee eee 70,177.09 
er ett 15,000,000.00 
Surplus . . . 2 + « «  30,000,000.00 
Undivided Profits ° nor ig Tey 6,203,259.51 §1,203,259.51 
$7 43,939,270.76 


United States Government obligations and other securities carried 
at $101,958,379.90 in the above statement are pledged to secure 
United States Government deposits of $93,194,261.48 and other 
public and trust deposits and for other purposes required by law. 


Mistagies F Abdeich TRUSTEES B. Reon Degsinns 


Graham H. Anthony Francis B. Davis, Jr. Howard W. Maxwell 


President, Veeder-Root Inc. Chairman of the Board New York 


Arthur A. Ballantine United States Rubber Company Harry T. Peters 
Root, Clark, Buckner New 
& Ballantine Russell H. Dunham 
a ‘ Chairman of the Board : Seton Porter 
John E. Bierwirth Hercules Powder Company President, National Distillers 
President . Products Corporation 
C. Col Samuel H. Fisher 
James olgate Litchfield, Conn. Morris Sayre 
Bennington, Vt. Willi Bale Harkness Executive Vice-President 
Alfred A. Cook we * ge as Corn Products Refining Co. 
Aman, 1 ew ror 


Goldmark & Loe Horace Havemever. r. ss T 
illi ecutive Vice-President 
Wiliam F. Sutler The National Sugar Refining Medley G. B. Whelpley 


American Brake Shoe Company Company Guggenheim Bros. 


Member of the Federal Deposit Insurance Corporation 











PROGRAM FOR NEW TRUST BUSINESS 


HERE are two distinct jobs to do in 

getting trust business: the first is 
education, the second selling, according 
to Harve H. Page, second vice president, 
The Northern Trust Company, Chicago. 
Speaking before the Michigan Bankers 
Association, Mr. Page declared that the 
education of the public is a job for every 
trust institution, individually and collec- 
tively. There is, for instance, the “offi- 
cial pamphlet,” versions of which have 
been issued by a number of trust com- 
panies as their own statement, while in 
Illinois it was sponsored by the Trust 
Division of the State Bankers Associa- 
tion for state-wide distribution. 

Three other educational projects are 
being developed by the Committee on 
Public Relations and Education of the 
Chicago Corporate Fiduciary Associa- 
tion, Mr. Page reported: 


1. Preparation of papers on a variety 
of trust subjects to be presented 
through a Speakers Bureau oper- 
ated in collaboration with the State 
Committee. 

. Inauguration of an annual contest 
for the members of the senior class- 
es of the law schools in Illinois, 
sometimes on the drafting of Wills 
and sometimes on problems of estate 
planning. 

. A program of cultivation and edu- 
cation of members of the local bar 


on trust administration and proce- ° 
dure. 


The development of new trust business 
today calls for the solution of many prob- 
lems that are not new in themselves, but 
have been given a different twist by the 
changing times, Mr. Page asserted. For 
example, it is becoming more and more 
necessary to reappraise our market for 
new business. Large estates are being 
redistributed under the crushing power 
of heavy succession taxes. The likeli- 
hood of new accumulations of sizable 
wealth is not encouraging. Solution of 
the problem of serving small estates still 
lies with those having to do with the ad- 
ministration and management of them. 
The common trust fund will afford econ- 
omies in the administration of small es- 
tates but it is still too early to look upon 
the common fund as an implement for 
the sale of trust services. At least in the 
larger cities, it is not yet considered 
necessary to gear down to the handling 
of $25,000 estates. If, however, current 
volume is to be maintained, it may mean 
working twice as hard, for we will have 
to close two pieces of business to the one 
that was secured before, said Mr. Page. 

The period in which trust prospects 
had estates made up of substantial ac- 
cumulations of securities alone is vir- 
tually passed. Today it appears that 
most men having means are those actual- 
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ly engaged in the production of wealth, 
a large portion of their assets consisting 
of interests in their business. Corporate 
trustees have quite properly been reluc- 
tant to assume the continued manage- 
ment of a sole proprietorship or a close 
corporation, or to hazard the value of a 
minority interest by retaining it as a 
trust asset. The risks and responsibility 
are all out of proportion to the compensa- 
tion involved. It should be explained to 
the customer clearly that if the trustee 
is to undertake management of a busi- 
ness, it is entitled to the protection of 
reasonable relief from liability for losses 
that may result from operation. The 
trustee must be given powers to delegate 
discretion to managing agents and to deal 
with the business assets. The retention 
of a business interest, its sale and the 
voting of the stock subject to the direc- 
tion of a business associate, the wife, 
attorney or committee in many cases is 
no answer to the prospect who is seek- 
ing something more than a titular trus- 
tee. It seems quite probable that trust 
companies may foreclose themselves from 
the largest segment of their market in 
the future unless they find ways to equip 
themselves to handle this type of busi- 
ness, Mr. Page concluded on this point. 


Turning to estate planning, he de- 
clared that saving in estate taxes is no 
longer a preferred appeal to prospective 
customers; few definite assurances of 
tax elimination can be made. It is of 
greater importance to get people to recog- 
nize the extent of the taxes that their 
estates will have to pay and to help them 
to get their assets in such order that un- 
necessary sacrifices will not have to be 
made in raising the cash that will be 
required. 

Higher taxes, reduced income from in- 
vestments, and the prospect of further 
substantial increases in the cost of living 
urge that the trustee be given adequate 
‘and flexible powers to meet whatever 
economic emergencies may arise. It may 
become impossible in the future to main- 
tain the doctrine of “The Sanctity of 
Principal.” People are reluctant to pre- 
serve the capital of their estate for re- 
mote beneficiaries at the expense of their 
wives and children. 
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Mr. Page cited the fixed income plan 
which is designed to assure a predeter- 
mined amount annually to the wife, for 
example, or the one that is based upon 
a percentage of the estate as constituted 
when the trust is established. Alloca- 
tion of the trustee’s fees, amortization of 
premiums on trust investments and even 
the income tax of the beneficiary are 
more and more being charged partly or 
entirely against principal. Mr. Page ex- 
pressed a preference for a plan giving 
the trustee broad discretion to use prin- 
cipal in behalf of the life beneficiaries 
whenever the income is inadequate for 
their maintenance, support, and comfort. 
The trustee should be provided with the 
necessary guide posts in exercising its 
discretion and not be limited to such 
emergencies as illness and operations. 


Women of means afford another mar- 
ket that deserves constant study, accord- 
ing to Mr. Page. If women have not had 
a connection with a trust company ar- 
ranged for them by a deceased husband 
or father they turn to family friends or 
attorneys upon whom they have come to 
depend in the time of their bereavement. 
To get them under such circumstances 
to come to a trust company is akin to 
breaking up a personal tie for a purely 
commercial one. 


There are two ways of using fellow 
officers and employes as a source of new 


business. One is to set up a plan that 
requires them to go out and make as- 
signed calls. This plan is usually suc- 
cessful only so long as your President 
maintains an active interest in heading 
the movement. The other method puts 
the burden of initiative right in the lap 
of the person responsible for developing 
new trust business. He must explore the 
customer lists of the other departments, 
review the reports of customer calls made 
by the representatives of the other de- 
partments, watch the opening of new ac- 
counts, and undertake personally or 
through his new business associates to 
make the calls on the prospects. This 
will lead to more responsive cooperation 
from the officers and employes. 42% of 
new leads and 178 pieces of business were 
developed in this manner last year, Mr. 
Page concluded. 





NEW BUSINESS 


FUNCTION OF THE UNDERWRITER 
IN ESTATE PLANNING 


WILLIAM R. SPINNEY 


Assistant Trust Officer, Title Insurance and Trust Company, Los Angeles, 
and Trust Officer in Charge of Estate Analysis, Union Title Insurance and Trust Company, San Diego 


N the field of estate conservation, life 

underwriters and trust officers, in 
spite of many efforts at cooperative ser- 
vice to customers, have not yet developed 
effective coordination of activities. This 
is due to a failure of those engaged in 
each business to adequately comprehend 
each other’s purposes and methods of 
work. Too frequently when a life under- 
writer and a trust officer undertake to 
work together for the best interests of 
their common customer, each insists upon 
pursuing much the same course that he 
would pursue if he were working alone, 
and, therefore, there is a failure to at- 
tain that integration of effort which the 
customer’s affairs deserve. 


Many opportunities to work effectively 
with life underwriters do not develop in- 
to cooperative effort because the under- 
writer has not put himself into the pic- 
ture by bringing the customer to the 
trust officer, or if he has brought him he 
too frequently concerns himself too early 
in the process with selling life insurance. 
In estate work a case does not develop 
that rapidly. Evolving an estate plan is 
a slow process often requiring months to 
complete. The customer seldom takes 
immediate action no matter how logical 
and obvious the solution which has been 
worked out for his problem. 


The underwriter who attempts to sell 
life insurance for estate purposes on the 
first, or second, or third interview is 
jumping the gun, and is reducing the 
atmosphere where advice is given, to an 
atmosphere where pressure is used to sell 
something. This is entirely foreign to 
the methods of the trust officer, who 
never exerts pressure, never asks the cus- 
tomer to buy anything, but who makes 
himself as helpful as possible and waits 
for the customer to take action. The 


From address before the Life Insurance Man- 
agers Association, Inc. of Les Angeles. 


trust officer never descends from a posi- 
tion where his recommendations savor of 
anything except disinterested advice. 
The life underwriter should wait until 
the trust officer can with dignity make a 
recommendation based upon developed 
fact, and make his recommendation for 
such additional life insurance as may be 
needed as an integral part of his whole 
recommendation for the avoidance and 
payment of taxes. 


A Case History 


Take a typical case which recently 
went across my desk: A man with a wife 
and children had $237,515 of property in 
his own name and $10,000 in life insur- 
ance payable in cash to his wife. His 
wife had $20,820 of property in her own 
name, and together they had $35,500 in 
joint tenancy, thus giving him a taxable 
estate under the Federal law of $303,835, 
less probate fees and other normal ex: 
penses. 


I computed the probate expenses, Fed- 
eral estate taxes and California inherit- 
ance taxes as $71,812 in the event of his 
death under the existing set-up. Should 
his wife survive him for a period of five 
years, and pass the property to the chil- 
dren, there would be additional taxes 
and expenses of $52,647, or a total of 
$124,459 out of a $303,835 estate. I re- 
commended that: 


the joint tenancies be changed to tenan- 
cies in common in order that the tax 
status of one-half of the joint tenancy 
property might be definitely fixed and 
not left in a condition where the wife 
would have to prove a one-half interest 
after the husband’s death; 


the husband make a gift of $33,000, in 
trust, to his wife, that being the amount 
that could be given without a Federal 
gift tax; 








the husband make a new will, giving his 
home, automobile, household effects, etc., 
to his wife outright, with the balance of 
the estate in trust, with income to his 
wife for life and distribution of the 
corpus of the trust to his children at her 
death; 

the will request the wife to set up a par- 
allel trust, should her husband die first, 
so that at her death there would be an 
avoidance of probate costs, and during 
the period that she survived him there 
would be adequate management of her 
part of the property; 

the wife have a new will prepared, will- 
ing her property to her husband if he 
survived her but otherwise distributing 
her property to the children. If she set 
up a parallel trust, there would be little 
or nothing for this will to work upon 
should she survive her husband. 


By taking these steps, the costs of the 
transfers at the husband’s death and the 
wife’s subsequent death would be reduced 
to $55,298, a saving of just under 56% 
of the taxes and expenses otherwise pay- 
able. 


How it Should Work 


But in spite of these substantial sav- 
ings, there still remains $53,271 which 
must be paid at the death of the hus- 
band, and there is only $10,000 of insur- 
ance on his life. The assets consist large- 
ly of stock in a close corporation which 
the trustor does not want sold, and real 
property which would not be readily sal- 
able. Obviously an intelligent recommen- 
dation would be to purchase more life 
insurance, preferably by the wife on the 


PROSPECT CONTACT 


Banks and insurance men have found 
distribution of reprints of the monthly col- 
umn “TRENDS IN ESTATE PLANNING” a 
profitable and effective medium for con- 
tacting customers, prospects and attorneys. 
Made up in an attractive four-page leaflet, 
the reprints may bear the name of the 
sender. Inquiry will bring you complete 
data. Address: 


Reprint Dept. 


TRUSTS AND ESTATES 
50 East 42nd St., New York 17 
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husband’s life, but it is clear that this 
recommendation should be a part of the 
total estate plan and can be properly 
made only after all of the facts have been 
developed and every legitimate means 
taken to reduce taxes to a minimum be- 
fore determining how much is necessary 
in the way of life insurance to create the 
necessary liquidity to meet taxes. 


I regret that there was no underwriter 
on this case with me, and, therefore, my 
recommendation of the purchase of life 
insurance had to be a general one. Had 
an underwriter brought this case to me, 
I could have definitely recommended to 
the customer that he permit that under- 
writer to secure the necessary insurance. 


At that time only would it be proper 
for the underwriter to take an active part 
in making recommendations. From that 
point on, however, the solution of the 
problem belongs to him. The type of 
policy, the company in which it is to be 
placed, and any recommendations with 
reference to income optional settlements 
on life insurance beyond the requirements 
for tax purposes would be definitely in 
his field. 

My experience with underwriters, 
however, has been that they too frequent- 
ly spoil the case for both of us by a pre- 
mature attempt to sell life insurance. 
An underwriter should not enter an es- 
tate planning case if he must have an 
immediate commission. If he does enter 
a case in cooperation with a trust officer, 
he should give the trust officer a recom- 
mendation which will create confidence 
in the customer, and then let the trust of- 
ficer do his work up to the point where it 
becomes the underwriter’s function to 
provide the insurance which the develop- 
ment of the estate plan has made logically 
obvious. 


The “Handbook of Platform Talks,” pre- 
pared by the Committees on Public Educa- 
tion and A.I.B. Activities of the Pennsyl- 
vania Bankers Association, contains a num- 
ber of suggested bases for public addresses 
on banking and trust subjects. The selec- 
tion on trust service highlights the develop- 
ment of the right to make a will and the 
growth of trust institutions to meet a 
popular need for fiduciary service. 
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YOUR PERSONAL POST-WAR WORLD 
Anti-Inflation Cooperative Advertising Campaign 


EDWARD BECKMAN 


Institute of Life Insurance, New York 


ECOGNIZING that public under- 

standing and united action are first 
essentials in any successful fight against 
an uncontrolled rise in prices, over one 
hundred of the leading life insurance 
companies of the country, including 
Canadian companies doing business in 
the United States, are sponsoring a na- 
tion-wide advertising campaign designed 
to discourage reckless spending, fight 
black markets and encourage saving and 
thrift. Integrated with activities of var- 
ious Governmental bureaus concerned 
with economic stabilization, it embraces 
a seven-point plan of individual action, 
used in the text of every advertisement 
in the series: 


. Buy and hold war bonds—to lend our 
country the money it needs, 

. Pay willingly your share of taxes— 
including increased taxes, 

. Provide for your own and your fam- 
ily’s future by adequate life insurance 
and savings, 

. Reduce your debts as much as possible 
and avoid making needless new ones, 

. Buy only what you need and make 
what you have last longer, 

. Live faithfully by the rationing rules, 

. Cooperate with our Government’s 
price and wage stabilization program. 


Basis of this greatest cooperative ef- 
fort in the history of the business is that 
the financial health of the nation is de- 
pendent upon the financial health of the 
individual; that each individual is re- 
sponsible for his own financial future 
and as a consequence each individual 
must work and save now to hold down 
prices and insure his future benefits. 

The campaign’s central objectives are: 
first, to encourage people to do voluntar- 
ily the things which will divert excess 
liquid funds into investments and sav- 
ings, such as war bonds and life insur- 
ance; and second, to create a greater 


willingness on the part of the people to 
accept such actions as the Government 
may take to retard inflation. 


Participating in the program are more 
than a hundred life insurance companies 
representing approximately 80 per cent 
of the assets of the life insurance busi- 
ness. The campaign is being managed 
by the Institute of Life Insurance under 
direction of the Policy Committee of the 
Life Insurance Companies of America. 
Most of the funds provided by the com- 
panies is being devoted to an advertising 
campaign with frequent insertions in 285 
city newspapers having 26,000,000 total 
circulation from coast to coast, and in 
leading farm journals reaching. an esti- 
mated 5,500,000 rural families. 


* * * 


Five fundamentals, incorporated into 
each piece of advertising copy and into 
each of the supplementary activities, con- 
stitute the mechanism by which the ob- 
jectives are being put into action. There 
is, first of all, a picture of the “better 
life” desired by all Americans—a life 
with opportunity and security; with a 
comfortable home, adequate food, educa- 
tion for children and a “backlog” for the 
rainy day. This personalizes the cam- 
paign to the reader, for the illustrations 
are families, taken from real life, some- 
thing in which he can have a direct, per- 
sonal interest. The advertising headlines 
speak about “Your Personal Post-War 
World” and this thought is repeated until 
it beédimes somewhat of a campaign 
slogan.. 

The second step is to explain the means 
of attaining this better life. Attention 
is directed to the Government’s specific 
list of seven anti-inflation points, as the 
things every American can do for him 
self each day to help hold prices down 
and at the same time help create his own 
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better life for the future. By constant 
repetition it is expected that these seven 
points will soon become impressed on the 
public mind and that the course of action 
they recommend will become ingrained as 
a patriotic chain of habit. 

A third step is to show the “link” to 
inflation by describing how these indi- 
vidual acts of thousands and millions of 
persons will combine to keep prices down. 
It is the positive approach to the inflation 
battle, rather than the negative or scare 
attack which could do much damage and 
possibly become the cause of a scare in- 
flation. 

To provide something tangible on 
which the reader can go to work at once, 
each ad carries a brief budget card which 
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Play boll with the price ceilings 
and ration rules 
our Government has made 


One of the series of ads sponsored by the Life Insurance Companies of America. 
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can be filled in by the individual. This 
card summarizes the basic line of con- 
duct which probably would do more to 
control prices and check inflation than 
any act or edict the Government might 
evolve. Attention is called, finally, to 
explaining the part life insurance plays 
in “holding the line” against runaway 
prices, and in financing the war now and 
the family security in the post-war era. 


The campaign is a forthright presen- 
tation of an anti-inflation program which 
can become a part of everyday living of 
every American citizen. Its lessons are 
a contribution by the life insurance in- 
dustry to the public education program 
on which the Government has embarked. 





We will bid up prices and our 

living costs will get out of hand 
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And then we will head off 
runaway prices— 
ond help our own future 


And put our extra dollars 
into safe places where they 
can't bid up prices 


Cap- 


tioned “Why Prices Go Up and What We Can Do to Keep Them Down,” it subjoins 
the seven-point plan mentioned in the article. 
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NEW MARKETS FOR FINANCIAL SERVICES 
How Changes in Wealth and Habits Affect Advertising 


ARTHUR P. HIROSE 
Director of Market Research & Promotion, McCall Corporation 


HE thrilling performance of Ameri- 

can industry in meeting the super- 
human demands of this war period has 
demonstrated that in the post-war era 
we will no longer have a production prob- 
lem. Instead we will have a consump- 
tion problem. That means we'll have a 
distribution problem and a_ financing 
problem. Financing in pre-war days was 
largely based on people and businesses 
having money left over and saved to in- 
vest. Will there be a return to this 
method or will government, by taxation 
and restriction, siphon off the money 
that normally would make up the sav- 
ings of individuals and business con- 
cerns? Bluntly, will the government 
take over the function of financing? 


Three things seem to be essential if 
America is to prosper in the post-war 
period. First, we must see that govern- 
ment restores to its citizens their birth- 
right to save and to invest those savings 
in a new factory or a corner grocery 
store. We must see to it that the new 
factory or the new store will have a 
chance to grow and make a reasonable 
profit without strangling restrictions and 
regulations. Second, we must see to it 
that Washington permits business and 
industry to reconvert from a war-time 
to a peace-time basis on a basis that will 
eliminate high unemployment. Third, 
we must double consumption by seeing to 
it that new and existing enterprises are 
financed to produce and distribute an in- 
creased flow of new and old products and 
services to an enlarged number of con- 
sumers. Both government and business 
must plan, because if the reconversion 
fails there is the spectre of an economy 
that no Americans welcome. 


The “good old days” are gone forever. 
But despite and because of war-born phy- 


Substance of a talk to the New York Financial 
Advertisers’ Assn., November 17th. 


sical changes and changes in the people, 
the post-war era can be one of the great- 
est investment eras in our history. Wars, 
and this war especially, speed up tech- 
nological advances. New and improved 
goods, coming from new and existing en- 
terprises, will need financing. 


Decentralization of Population 


The physical aspects of markets will 
change, too. There will be decentraliza- 
tion of population after the war with a 
slower growth of cities and a growth in 
newer, smaller communities. Cities won’t 
grow because of their outmoded, multi- 
storied factories with no facilities for 
straight-line mass production, no nearby 
parking spaces for workers’ cars and no 
adjacent decent housing for workers’ 
families. Population growth will center 
around outlying, more efficient one-stor- 
ied factories surrounded by homes in 
which American living standards can 
apply to the many. 


War plant factory workers who. have 
come from such pre-war occupations as 
clerking, teaching and farming show lit- 
tle disposition to return to these jobs 
after the war. They want either to con- 
tinue in factory work or set up in busi- 
ness for themselves. Similarly men re- 
turning from the armed forces, with new 
technical skills, may want to open up auto 
repair establishments, radio repair shops 
and other service enterprises in which 
their new knowledge can be put to use. 


The increased transportation facilities 
in themselves represent investment op- 
portunities, in bus, rail and commercial 
and private airplane. 


Contributing to the spreading out of 
American population will be better com- 
munications of telephony, radio, facsim- 
ile reproduction, television and improve- 
ments in the graphic arts with their 
financing needs. Post-war home build- 
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ing may reach 800 thousand to a million 
new home units a year for a five to ten 
year span. 


Changes in People 


Markets are people, not places. And 
while human nature changes little from 
generation to generation, changes do oc- 
cur in people. For example, there will be 
more older people in the post-war period. 

While there will be fewer young peo- 
ple in post-war America, these young 
people will be a more important group 
than their parents were. They will have 
greater knowledge, because of their war 
experience, more courage, more assur- 
ance, more ambition and more willing- 
ness to try the new. 

People’s income status will be changed 
as a result of the war, because wars gen- 
erally cut down the number of the very 
rich but raise millions of the poor into 
the ranks of the middle-income group, 
an encouraging condition for all factors 
interested in saving, investment and 
financing. 


FOR ANCILLARY 
ADMINISTRATION 
OF 
CALIFORNIA 

ESTATES 


We offer our services 
throughout the State 


* 


Bank of America 


NATIONAL TRYSTAN? ASSOCIATION 


Member Federal Reserve System 
Member Federal Deposit Insurance Corp. 
CALIFORNIA'S ONLY 
STATEWIDE TRUST SERVICE 
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Women’s role as earners, savers and 
investors is bound to grow. Before the 
war, 40 or 50% of all bondholders and 
stockholders were women. With more 
female wage and salary earners after 
the war, they will play a larger role in 
the thinking and planning of financial 
institutions. It will be harder to get 
husbands after the war, because of the 
scarcity of men, hence women who are 
gainfully employed will need to be self- 
supporting and will want to make finan- 
cial provision for their old age. But 
women alone are not the only additions 
to the ranks of potential prospects for 
financial service institutions. Dr. Rolf 
Nugent made the shrewd observation 
that some people have a spending urge 
but lack completely a saving urge. Per- 
haps the war has given both men and 
women a new saving and investment 
urge. 

In the pre-war days, securities were 
sold to a relatively small percentage of 
our population. It was the rich and the 
upper middle-class, for the most part, 
who bought stocks and bonds. Even 
World War #1, with its Liberty Bonds, 
didn’t reach very far down in the eco- 
nomic scale. Today the number of savers 
among the lower-income groups has been 
greatly increased. If the war lasts until 
the end of 1944, it is estimated that sav- 
ings will exceed the total national in- 
come in an average pre-war year. Two- 
thirds of these savings are said to be in 
the hands of families with less than 
$10,000 annual incomes; some 50 million 
individuals now own War Bonds. This 
year alone, individual investors will buy 
about 17 billion dollars of War Bonds. 


Humanizing Financial Contacts 


While some annual reports are still as 
dull as dish water and repel rather than 
attract, many others are splendid and 
appear purposely prepared to be read and 
not just filed. Many savings banks, like- 
wise, are doing advertising that I enjoy 
reading—such as the anti-inflation cam- 
paign of the Savings Banks of New York 
State—and good advertising is often that 
which people take pleasure in reading. 


Even brokers seem to be getting out of 
the deadly clutches of tradition and dull- 
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ness, such as the recent campaign of 
Merrill Lynch, Pierce, Fenner & Beane. 
The other day these three advertisements 
appeared in a New York newspaper, one 
underneath another: 


“Prosperity Prize 
Growth of current and reserve mass 
purchasing power together with in- 
genuity and adaptability of manage- 
ment, make shares of certain mer- 
chandising companies valuable addi- 
tions to portfolios which are based on 
bullish outlook. 
Write for booklet Number xx.” 


“THE BASIC POLICIES of this or- 
ganization have continued as origin- 
ally established with such moderate 
changes as have been occasioned by 
the passage of time and the develop- 
ment of new external conditions. Es- 
sentially, they reflect a conception of 
investment that puts in¢ome above in- 
crement and principal above profit.” 


“We are pleased to 
announce the opening of 
a branch office at 
Blank Street, N.W. 
Washington, D. C. 
Securities for Investment” 


These are not singled out to make fun 
of them. Perhaps the phraseology is 
used purposely to discourage reading by 
people who have no business dabbling in 
financial markets. Perhaps the test of 
a prospect for a financial institution is, 
“Let him first demonstrate he knows our 
jargon!” 

Much financial advertising these days 
implies an “I” or “We” attitude on the 
part of the institutions who publish it, 
rather than a “You” attitude for the 
customer. “We are pleased to announce 
the opening of a branch office,” rather 
than, “To give you, our customers, bet- 
ter and quicker service, ...” Perhaps 
your present customers expect a lofty 
and slightly condescending attitude or 
perhaps this is something you may care 
to look into. 

Good general advertising seems to em- 
ploy simpler language than financial ad- 


OUR 45th 


“Our last mailing cre- 
ated an unusual amount 
of interest and actual 
business. One case, a 
wealthy woman, on our 
mailing list for over 5 
years, came in because 
‘she had been so im- 
pressed by our mail 
ings’, and named us in 
her will.” 


Many trust-minded Bank 
Presidents, who realize that 
trust ‘services are needed— 
and that Trust Departments, 
can and do, render invalu- 
able service at a profit, are 
now providing a very reas- 
onable monthly investment 
in Trust promotion. It is 
not unusual for such men 
to be amazed at how much 
ean be accomplished — for 
so little. 


Juuy 


Headquarters for Trust Advertising 
CHATTANOOGA, TENNESSEE 


BUY WAB BONDS 
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vertising. I’m not suggesting that you 
use Basic English but you might explore 
the possibility of using only language 
that can be understood by a factory- 
worker with a fistful of cash, or by his 
wife. 

General advertising that is successful 
appears to be more interested in the 
customer and her welfare than in the size 
or exploits of the advertisers. It ap- 
peals to human nature and to the basic 
emotions that move us. Perhaps finan- 
cial advertising can make more use of 
pictorial elements in appealing to the 
new post-war race of savers and invest- 
ors, because pictures seem to be a uni- 
versal language that all types of mental- 
ity can understand. 


A President's View of Trusts 


Trust companies will in the future be 
more concerned with estates of $25,000 and 
up than the great estates, and there will 
be more of these than ever before, accord- 
ing to Andrew Wilson, Jr., president of the 
County Trust Company of White Plains, 
N. Y. Banks long ago began to think in 
terms of small units in the loan and check- 
ing account fields, and this principle will 
be successfully applied to the trust business 
through the instrumentality of the common 
trust fund, Mr. Wilson declared before the 
Mid-Year Trust and Banking Conference 
of the New Jersey Bankers Assn. this 
month. 

Addressing bank presidents in particular, 
Mr. Wilson posed a series of questions the 
answers to which they should obtain: Is 








PROFITABLE TRUST 
DEVELOPMENT 


A man with fifteen years of highly pro- 
ductive experience in trust solicitation, 
estate planning, life insurance, advertis- 
ing, pension and profit-sharing, would 
like to hear from a sizeable trust institu- 
tion interested in organizing or expanding 
its trust new business’ work. Now 
employed, age 40, but seeking a greater 
opportunity and responsibility. Can ar- 
range meeting at Mid-winter Trust Con- 
ference. 


Box QR 43 TRUSTS and ESTATES 
50 E. 42nd Street, New York 17, N. Y. 
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the trust department full of dynamite? Are 
you faced with serious potential losses due 
to the ineptitude, indifference or reckless- 
ness of past administrations? Have you 
inherited a large volume of assets which 
the bank must administer for the next 20 
years at a loss? Has the trust department 
been treated as a stepchild? Do you com- 
mand the confidence and cooperation of 
members of the local Bar? 


“You yourself must back up the trust 
department,” Mr. Wilson told the presi- 
dents, “and see that it gets the wholehearted 
support of all the officers and staff and the 
backing of the directors as well. When the 
will of a bank director is published and it 
develops that he has not seen fit to appoint 
his own bank as executor and trustee, the 
reaction on the part of the trust officers 
and the customers of the bank is obvious.” 


Mr. Wilson’s final suggestion was that 
the president must be patient in viewing 
the prospects of the trust department. “You 
need not expect any sudden increase in earn- 
ings; those who are interested only in wide 
profit margins should stay out of this bus- 
iness.” 


Community Trust Disburses 
Record Amount 


The New York Community Trust has 
announced that appropriations of $550,816 
in 1943 constituted the largest volume of 
grants the Trust has made in any year and 
compares with $547,261 disbursed in 1942. 
Payments were made from 43 memorial 
funds to beneficiaries in 24 states. The 
charitable agencies assisted numbered 207 
and the average appropriation was $2661. 
The largest of the 1943 allocations went to 
the Salvation Army which received $73,869 
in New York, Poughkeepsie, and Oakland, 
Cal. To the National War Fund and com- 
munity chests in New York and.15 other 
cities, $59,117 was distributed. 


In 20 years, the Trust has disbursed over 
$4,000,000. Sixty-one funds of varying 
sizes constitute The New York Community 
Trust, a composite pool of charitable re- 
sources. The founder of each fund, who 
may designate the particular charitable 
purpose initially preferred, leaves to the 
Trust’s distributing committee discretionary 
power enabling it to adapt the application 
of the fund to future needs as those appear. 
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Data on Distribution of Income 


HE total number of returns filed for 

the income year 1941 was 25,954,801 
of which 15,617,209 are individual re- 
turns, Form 1040; 10,252,708 are the op- 
tional returns, Form 1040A, filed by in- 
dividuals with certain gross income of 
$3,000 or less; and 84,884 are taxable 
fiduciary returns, Form 1041, according 
to “Statistics of Income for 1941,” re- 
leased last month by Secretary Morgen- 
thau. As compared with the previous 
year, the total number of returns in- 
creased 76 percent. The total net inéome 
reported was $58,868,025,394, an increase 
of 61 percent. Included is $17,531,107,- 
226 gross income reported on Form 
1040A which does not provide for re- 
porting the amount of net income. There 
were 17,587,768 taxable returns. Total 
tax liability amounted to $3,907,951,001, 
an increase of 161 percent over the pre- 
vious year. For taxable returns with 
net income, the average tax is $222 com- 
pared with $199 for 1940 and the ef- 
fective tax rate is 8.5 percent compared 
with 6.4 percent for 1940. eae 

The following table, prepared by hn 

Trusts and Estates on the basis of data 


contained in the report, shows a bracket The AM ERICAN 
comparison between individual income 

and fiduciary income reported on taxable APPRAISAL 
returns. It should be noted that the net ' Company 
income amounts shown for fiduciary re- >. 

turns are after deductions for amounts 
distributable to beneficiaries, which are, 

in turn, listed in the last column. Also, 


incomes reported on 1040A are not re- 
flected. 


(Income figures are in thousands) 
Fiduciary 
Number of Number of Income 
Individual Net Fiduciary Net Distributable 
Returns Income Returns Income to Beneficiaries 


793,544 684,985 40,167 18,504 107,600 
3,403,095 5,316,546 16,821 23,700 35,363 
4,012,099 9,837,602 7,363 17,931 18,637 
2,158,407 7,860,246 7,443 28,807 25,121 

628,105 4,239,095 8,796 47,420 26,676 

238,880 3,519,907 4,201 63,667 28,193 

48,157 1,626,462 1,364 46,940 18,995 

14,365 961,123 485 32,883 8,833 

3,994 568,904 193 28,210 6,073 

557 189,800 27 9,281 1,007 

152 103,061 17 12,600 3,089 

Over 1,000 50 94,428 7 11,661 2,550 
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MODEL COMMON TRUST FUND PLAN 


MODEL plan for a common trust 

fund has been prepared by the Ohio 
Fiduciaries Research Bureau and ap- 
proved by the State Superintendent of 
Banks. Based upon the plan in the 
A.B.A. Handbook on Common _ Trust 
Funds and material taken from plans 
now in operation, the suggested form 
represents the best thought on the sub- 
ject to date. 

Article I includes name, purpose, defin- 
itions and the requirement that the Fund 
shall in any event be administered in 
conformity with State and Federal laws 
and regulations. 

Article II limits participation to trusts 
of which the trust company is trustee or 
co-trustee, with a maximum investment 
by any trust of 10% of the Fund. Such 
notice of the first investment in the Fund 
shall be given as may be required by 
statute or regulation. The trust invest- 
ment committee must approve participa- 
tion. 

Article III sets forth the investment 
powers of the trustee, specifically requir- 
ing that the trustee shall endeavor at all 
times to maintain in cash or readily 
marketable securities at least 40% of 
the Fund’s assets. The limitations con- 
tained in the Federal Reserve Regulation 
F as to maximum investment in one com- 
pany or class of security thereof are 
adopted. There are alternative provis- 
ions covering powers to administer the 
assets, the first being the detailed listing 
usually found in good trust instruments, 
the other a simple statement that the 
trustee shall have the sole right to deal 


with the assets as though the absolute 
owner thereof. Securities are permitted 
to be registered in the name of nominees. 

Article IV requires valuation of the 
Fund on the last business days of Jan- 
uary, April, July and October, and sets 
up the method of valuing principal and 
income, securities and _ participating 
units. The trustee has discretion to 
charge expenses and liabilities to princi- 
pal. 

Article V governs the method of ad- 
mission to and withdrawal from the 
Fund, and provides for a liquidating ac- 
count into which investments which cease 
to be eligible must be placed before any 
admission or withdrawal. 

Article VI concerns distribution of in- 
come of the Fund and declares that in- 
come shall be deemed to accrue from day 
to day at an equal rate, the trustee not 
being required to make any calculation 
to determine the amount of income ac- 
tually earned or accrued for any period 
other than a full period between valua- 
tion dates. 

Article VII goes into further detail on 
the liquidating account mentioned in Ar- 
ticle V, providing for liquidation, dis- 
tribution in cash or in kind, and the is- 
suance of a registered certificate of par- 
ticipation. 

Article VIII states that the trustee 
may issue certificates of participation 
representing an interest in the Fund; 
such shall not purport to be negotiable or 
assignable. In setting forth the ac- 
counts which the trustee shall maintain, 
the plan provides that the fiduciary has 
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the absolute discretion to treat any item 
as principal or income and to charge 
expenses, etc. thereto as it may deem 
equitable; such determination shall be 
binding on all interested parties. The 
Fund must be audited annually by ‘“com- 
petent auditors,” who may be the insti- 
tution’s own employees. The trustee may 
(or shall, if required by law) file a court 
accounting of its administration of the 
Fund, confirmation of which, upon proper 
notice, shall operate as a complete dis- 
charge of the trustee as to “all partici- 
pating trusts whose funds shall at any 
time be invested” therein. 


Article IX deals with the apportion- 
ment of taxes; Article X with expenses 
and compensation; Article XI _ with 
amendment and termination of the plan. 


Article XII covers miscellaneous items, 
the most interesting of which is absolu- 
tion of the trustee so long as it exer- 
cises its discretion in good faith and with 
reasonable care. 





KENDE GALLERIES 
at GIMBEL BROTHERS 


33rd Street & Broadway 
New York, N. Y. 


SALES at PUBLIC AUCTION 
for ESTATES 


The Kende Galleries offer unparalleled 


facilities for selling estates. Sales at 
public auction may be held either in 
the Galleries’ spacious rooms on the 
llth Floor of Gimbel Brothers, or at the 
famous Jay Gould mansion, 579 Fifth 
Avenue, at 47th Street. Cash advances 
on properties for estates in need of ad- 
ministration expenses or taxes will be 
made. All sales are given unusually 
large coverage in newspapers and 
magazines. Write or phone for infor- 
mation about the additional advantages 
offered by the Kende Galleries, 
Pe. 6-5185. 
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Economies in Operations 


The Committee on Trust Operations of 
the Trust Section, Pennsylvania Bankers 
Association, suggested the following means 
of reducing operating costs, in its report 
at the association’s Mid-Winter Trust Con- 
ference last month: 

Reduction in frequency of statements and 
remittances to beneficiaries (charge for 
additional service). 

Simplification of statements (e.g., where 
principal account has not undergone any 
change from one period to the next, merely 
state “no principal changes” instead of 
listing entire account). 

Levelling of peaks by spreading remit- 
tance and statement dates. 

Elimination of duplicate security records, 
perhaps through use of carbon copies. 

Typing of court accounts directly from 
cash ledger cards. 

Combining services of two or more per- 
sons or groups to minimize unassigned 
time; also rotation of personnel. 

Registration of securities in name of 
nominee. , 

Establishment of common trust fund. 

Elimination of coupon envelopes in de- 
positing U. S. Treasury Bond coupons, by 
sending posting media to vault, coupons 
to be attached thereto and later sorted upon 
return to the department and all of one 
issue to be enclosed in one envelope. 

Flat filing of securities in vault. 

Reporting trust assets on a separate card 
for each security rather than using one 
sheet for each account. 

* Removal of apparently worthless secur- 
ities to a separate file. 

Triennial accounting in all trusteeships 
with petition to court for appointment of 
guardian ad litem to receive accounting, 
thus settling trustee’s accountability. 

Sterling L. Wandell, vice president of 
the Wyoming National Bank of Wilkes- 
Barre, is chairman of the committee. 


—$$—$—$——$ 


Ben R. Meyer, president of the Union 
Bank & Trust Co. of Los Angeles, Cal., 
commenting on the promotion of five mem- 
bers of the banking staff, remarked that 
“promotional continuity from within an 
organization can only exist under the sys- 
tem of free competitive enterprise, in 
which there must be incentive for employees 
to work hard and make their own place in 
our economic system.” 


TRUST OPERATIONS 


REPORT TRUST EARNINGS 


HREE of the nation’s leading bank- 

trust institutions, the United States 
Trust Company of New York and the 
Fidelity-Philadelphia Trust Company 
and Girard Trust Company of Philadel- 
phia, have introduced important innova- 
tions in the reporting of income from 
fiduciary services. The United States 
Trust in the annual report by president 
Williamson Pell, states: 


“Income from trust operations, which 
continues to represent the greater part 
of our earnings, amounted to $2,652,267, 
including commissions on estates, trusts, 
agency and custodian accounts, corpor- 
ate trusts and other fiduciary relation- 
ships ... This phase of the Company’s 
earnings has shown satisfactory stability. 
There has also been a healthy increase 
in the total volume of its trust and 
agency business from year to year.” 


The annual statement shows compara- 
tive earnings from interest on loans as 
$528,828, and interest and dividends on 
securities as $1,290,434, thus placing 
fiduciary income at 60% of the total. 
Salaries and wages were $1,325,105, tax- 
es and assessments amounted to $946,- 
780 and other expenses $461,224, giving 
net current operating earnings of $1,- 
741,420. Mr. Pell, after noting the 
marked increase in income from loan and 
investment assets and participation in 
war contract financing, with general 
broadening of its loaning and banking 
policies, expressed confidence in the fu- 
ture of trusteeship. While high tax 
rates are retarding the accumulation of 
new wealth and taking heavy toll of exist- 
ing accumulated savings as they pass 
from one generation to the next, he con- 
cluded that “as long as a free people ro- 
tains the right and privilege to enjoy the 
just rewards of its labors, savings will 
continue to be accumulated .. . and we 
look forward to continued service in our 
various fiduciary capacities, with full at- 
tention to improved methods of opera- 
tion,” expressing the intention of ampli- 
fying both banking and trust services. 


In the earning statement for 1943 of 
the Fidelity-Philadelphia Trust Com- 


pany, president Marshall Morgan pre- 
sented detailed figures which segregate 
not only trust department, but also per- 
sonal from corporate trust department 
income. Of total earnings of $5,194,760, 
personal trust commissions and charges 
were $1,839,825 and corporate, $234,744. 
After operating expenses of $3,021,761 
and taxes of $285,797, operating income 
amounted to $1,887,202. 


James Gowen, president of Girard 
Trust, gives an excellent picture through 
detailed, comparative (with previous 
year) figures for earnings from each 
banking function, totalling $3,178,390, 
and separate figures for the personal 
trust department, totalling $1,640.319 
(up $98,029) and the corporate trust de- 
partment totalling $155,211 (up $58,824) — 
with other income (from rentals) of 
$593,171. Gross operating income was 
$2,768,247. 


These progressive companies typify 
the trend toward more meaningful re- 
ports with breakdowns between trust and 
banking figures which should prove of 
increasing interest as comparative yearly 
figures become available. Trust cost ac- 
counting has already made needed ad- 
vances in recent years, and more may be 
done also on the expense segregation side 
which should lead to constructive results 
as beneficiaries, prospects and commer- 
cial management realize that stability, 
not exceptional profits, are the justifica- 
tion of good service. 


Excerpts from reports available at 
press time follow: 


The earnings attributable to the Corpor- 
ate Trust Department increased by 
$58,824.12, [to $155,211.45] or more than 
61 per cent. Unhappily the items largely 
accountable for this substantial increase 
were, for the most part, of a non-recurrent 
nature. *** The gross earnings of the Per- 
sonal Trust Department amounted to 
$1,640,319.31. *** The gross earnings men- 
tioned fall far short of providing just com- 
pensation in view of the essential and 
manifold services required in administering 
over 6,500 active accounts, in addition to 
nearly 1,900 special service accounts, repre- 
senting hundreds of millions of dollars in 
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assets in which more than 10,000 individ- 
uals are beneficially interested to whom 
periodic accountings, frequent communica- 
tions and innumerable remittances must be 
made. *** 


During the year your Company qualified 
as executor or administrator of 112 estates 
and as trustee under wills in 100 trusts. 155 
new trusts were received, exclusive of those 
under wills, while 34 new supervised agency 
accounts were established by individuals 
and corporations. 142 corporations and in- 
dividuals appointed the Company custodian 
of their securities and agent for their real 
estate interests. *** 

The two common trust funds, adminis- 
tered by your Company, have now completed 
four successful years of operation. The 
growth of the two Funds is shown below, 
our Diversified Trust Fund “A” being, it 
is believed, the largest common trust fund 
in the country: 

Diversified 
Trust Fund “A” 
[Discretionary] 

$ 838,560.00 

7,441,450.65 
13,593,136.42 
17,850,729.64 
21,555,137.29 


Statutory 
Diversified Trust 
Fund “B” [Legal] 
$ 343,410.00 
2,596,966.70 
3,686,891.99 
4,527,257.83 
4,796,655.16 


As of 
Dec. 1 
1939 
1940 
1941 
1942 
1943 





Missouri's 
Largest Fiduciary 


This company engages only 
in the trust business. It does 
no banking business. It ac- 
cepts no deposits. 

It administers more trust 
property than any other Mis- 
souri financial institution. 
Itis the oldest trust com- 
pany in Missouri. 

For ancillary service in 
Missouri or Southwestern 
Illinois consult 


ST. LOUIS UNION 
TRUST COMPANY 


ST. LOUIS, MISSOURI 


Affiliated with the First National Bank 
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The present value of the units of partici- 
pation in the “A” Fund is $9.91, as against 
an average acquired cost of $9.67. Ac- 
counts numbering 1,594 at present partici- 
pate in the Fund with an average invest- 
ment of $13,523. The current value of the 
participating units in the Statutory “B” 
Fund is $9.98, as opposed to an average ac- 
quired cost of $10.04. Trusts totaling 885 
in number currently participate in this 
Fund with an average holding of $5,420. 
It is our uniform policy not to include any 
real estate mortgages in either Fund since 
liquidity is one of the basic characteristics 
thereof. While total cash income payments 
per unit in the “A” Fund have fluctuated 
but little over the four-year period, the yield 
to unit holders, because of variable factors, 
has ranged from a high of 4.54 per cent 
per annum, after taxes, to a low of 3.57 
per cent. Because of the inherent legal 
restrictions, the continuing low income re- 
turn derived from prime securities and the 
incidence of the Pennsylvania Personal 
Property Tax it has been almost impossible 
to obtain desirable investments for inclu- 
sion in the Statutory “B” Fund other than 
United States Government bonds so that the 
yield to unit holders of about 2% per cent 
per annum closely approximates that of 
long-term or Series “G” Government 
bonds. Unless, therefore, some relief is 
granted by liberalizing the present restric- 
tive rules governing legal investments in 
Pennsylvania either through the adoption 
of the so-called Massachusetts Rule, or by 
some other means, or unless there be a 
drastic change in money rates themselves, 
beneficiaries of trust estates limited to legal 
investments will of necessity have to be 
content with the low income yield presently 
available. 


James E. Gowen, GIRARD TRUST CoO., 
Philadelphia. 
s 


Officers of our Trust Division have been 
making an extensive study of pension trusts. 
There is a promising field for corporate 
trustees in managing investments for these 
trusts. Another source of new trust bus- 
iness is now opened up under a law adopted 
by the 1943 Illinois General Assembly au- 
thorizing the creation of “Common Trust 
Funds.” This law permits corporate trus- 
tees in Illinois to pool the funds of various 
trusts for the purpose of investment. The 
plan permits diversification of investments 
with results which ought to make small, 
as well as large accounts, attractive. We 
plan to set up a fund under this new statute. 





TRUST OPERATIONS 


In common with other corporate trustees, 
our earnings from trust operations have 
been reduced. Nevertheless, we believe that 
there is a community need for corporate 
trust service, and that with changing con- 
ditions we shall again obtain a substantial 
volume of business. 

Holman D. Pettibone, CHICAGO TITLE 

AND TRUST CO. 
7 

The business of the Personal Trust Di- 
vision had another year of notable growth 
as evidenced by the many wills filed with 
us in which the Bank is named as Executor 
and Trustee—also by the number of new 
appointments as Agent with advisory ser- 
vice for investments of both individuals 
and institutions. While Corporate Trust 
activities continue to be restricted, their 
expansion can be anticipated upon the 
resumption of public financing of industry 
after the war. 

Philip R. Clarke, CITY NATIONAL 

BANK AND TRUST CO., Chicago. 


Pass the Dividend 


OMETHING new in liquid assets has 

been invented. And at long last the 
poor investor gets a break, that is, some 
investors. A few hardy old-timers can 
“remember when” his corporate protec- 
tors used to cut a melon, and enable him 
to enjoy the fruits of his savings. Buta 
new stimulus has been added to invest- 
ment by recent distributions of whisky 
to owners of common stock of the Tom 
Moore Distillery Co. and the American 
Distilling Co. It all really started just 
after the spirit of prohibition was laid 
to rest, and the National Distillers de- 
clared a dividend in pre-war fire-water. 
The following ten years were rather dry 
ones for the average security-holder, 
however, until the convivial executives 
of Tom Moore slipped a little certificate 
for 27 gallons of the stuff into the Christ- 
mas stockings of some 900 shareholders, 
on December 21st. Not to be outdone, 
the American Distillers were undertak- 
ing to persuade holders of some 250,000 
of their shares to accept—at about half 
ceiling price—a barrel of whisky per 
share. The mere thought of it started 
strange gyrations in the market which, 
strangely, aroused interest on the part 
of the S.E.C. Dignified Treasury officials 


PARKE-BERNET 
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APPRAISALS FOR TAX 
AND OTHER PURPOSES 
Consultation Invited 


Plan submitted without 


obligation 
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HIRAM H. PARKE, President 


Orro Bernet, ARTHUR SWANN. and 
Lesue A. Hyam, Vice Presidents 


Epwarp W. Keyes, Secretary and Treasurer 


showed an unusual attentiveness to the 
investor for the first time in many moons 
and brought a decision, with amazing 
alacrity, that they could accept by paying 


the taxes on the market value. There is 
probably nothing to the report that legal 
experts of the government are now at 
work trying to find a precedent whereby 
payment can be made in kind, rather 
than in cash. Trustees who have this 
stock in their portfolios are watching it 
with a diligence that would put even that 
pristine paragon of protection, the Pru- 
dent Man, to shame. There is the ques- 
tion of whether this distribution, being 
a liquidation of the company’s whisky $8 
million inventory and of this phase of its 
business, should be treated as income or 
principal. If income, what is the proper 
way to divide 18 cases to provide trus- 
tee’s commissions? It is all very befud- 
dling, but it has at last brought a com- 
mon interest to “capitalists” and social- 
ists, for both now sing the same refrain: 
Pass the Dividend. 
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TRUST OPERATIONS 


NEW YORK FEE LAW INTERPRETED 


EMANUEL SAXE, C.P.A. 


UBDIVISION 1-a of the new section 

285-a of the New York Surrogate’s 
Court Act authorizes the annual reten- 
tion by a trustee of: 


6% on the first $2,000 of income col- 
lected in each year; 

3% on the next $10,000 of income 
collected in each year; and 

2% on the balance of income col- 
lected in each year. 


The previous requirement as to the ren- 
dition of an annual account to the bene- 
ficiary in connection with the annual rest 
is not continued in the new language, 
and is one of the defects which the gov- 
ernor commented upon as requiring cur- 
ing. 

Subdivision 1-b makes the amount of 
regular principal commissions dependent 
upon the amount of income collected (with 
certain exceptions) by fixing them at 110% 
of the income commissions for each year. 


In the Hurlbut! case, the first accounting 
proceeding before him which involved the 
interpretation of this new act, Surrogate 
Foley overruled the trustees’ request for 
an allowance of principal commissions un- 
der the former law, for receiving the fund 
accounted for . .. commissions .. . “will 
be awarded under the method of computa- 
tion and at the rates fixed by the law in 
effect at the time of the making of the 
decree judicially settling the account of the 
fiduciary . . . Principal commissions under 
the new formula cannot be based upon any 
income upon the trust earned prior to 
[Sept. 1, 1943, the effective date of the 
law.] Under the legislative plan principal 
commissions can only be withdrawn or al- 
lowed at the expiration of the first year of 
the operation of the new statute expiring 
on August 31, 1944. The amount of income 
collected will then be known for the first 
time and principal commissions at the rate 
of 110 per cent of income commissions may 
then be withdrawn or allowed by a decree. 
A similar rule applies to each successive 
year of the duration of the trust.” 


Excerpted from The New York Certified Public 
Accountant, Nov. 1943. Sections over which no 
questions have been raised are omitted. 


1. N. Y. Law Journal, Nov. 5, 1943, p. 1217. 


A further complication in connection 
with the application of this new method is 
added by the language of the first sentence 
of subdivision 6, which modifies the gen- 
eral rule by providing that in making com- 
putation of principal commissions “the net 
amount of rents collected and not the gross 
amount shall be used.” The term, “net 
amount of rents collected” must be deemed 
to be synonymous with “net rents” as de- 
fined in Matter of Schinasi (161 Misc. 636, 
643), viz., “the amount distributable bene- 
ficially to the persons interested in the 
estate and hence is the balance left after 
payment of housekeeping charges, mort- 
gage interest, taxes, water rents, brokerage, 
management expenses and every other oper- 
ating charge, plus the five per cent charge © 
on the gross...” It is apparently the in- 
tent of the sponsors of -this legislation not 
abrogate the Swartz-Schinasi rule (277 
N. Y. 252) permitting income commissions 
to be computed on the gross rentals. How- 
ever, since the computation of principal 
commissions is made dependent upon the 
amount of income commissions, it now: be- 
comes necessary under the language of the 
statute to make a separate computation of 
principal commissions based on net rentals, 
in order to comply with the limitation im- 
posed by the previously quoted language of 
subdivision 6. 


Another result of this new method of 
computing principal commissions is that 
now trustees will, in effect, receive paying 
commissions on real estate forming a part 
of the trust corpus. Since they are entitled 
to commissions on the income from the 
realty, they thus become entitled to full 
annual principal commissions. 


Sub-division 1-b was likewise singled out 
for criticism by the governor on the ground 
that it did not place a ceiling upon the 
total amount of annual principal fees 
chargeable in cases where the life of the 
trust was of long duration. 


Subdivision 2 provides, as follows: 


“A trustee of a testamentary trust who has 
received a commission on principal prior to the 
date this section becomes effective shall receive 
commissions from principal hereunder only after 
the amount of commission from principal to which 
he otherwise would have been ‘entitled hereunder 
exceeds the amount which he has received prigr 
to such date.” E 
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This also produces an ambiguity, by rea- 
son of the varying interpretations ascrib- 
able to the phrase, “the amount of com- 
mission from principal to which he other- 
wise would have been entitled hereunder.” 
[The Hurlbut case held] that “where a 
trustee has been paid receiving commissions 
awarded to him by a decree he is forbidden 
to withdraw any further commissions after 
September 1, 1943, over a period of years 
until the amount of the previous payment 
of receiving commissions has been absorbed 
by the annual allowance for commissions 
under the new formula.” 


Under this ruling, it makes no difference 
whether receiving commissions have or 
have not been previously paid to a trustee. 
Neither will receive any principal com- 
missions based upon income earned during 
any year before the new law went into 
effect. The trustee who has not received 
a prior award begins the withdrawal of 
annual principal commissions immediately 
upon the completion of the first year after 
the effective date of the new statute. The 
trustee who has already received a prior 
award must first completely offset the 
amount thereof against these same commis- 
sions earned after the effective date, before 


he can withdraw any further allowance. 


This ruling might conceivably be further 
extended to produce a probably unintended 


result. Since the statute requires that prin- 
cipal commissions previously taken be ab- 
sorbed by computations under the new 
method, this would necessarily include not 
only receiving commissions, but also paying 
commissions on partial distributions of 
principal theretofore made. Inasmuch as 
the principal has already been reduced by 
such a prior distribution, the assets thus 
previously paid over are obviously not on 
hand thereafter to produce income. And 
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since income, in turn, is now the only basis 
for ordinary principal commissions (except 
as modified in subdivision 3 in connection 
with minimum commissions), it thus fol- 
lows that principal commissions previously 
awarded on _ partial distributions are 
charged against the fiduciary without the 
corresponding opportunity on his part to 
recoup them under the new method of 
computation. 


Subdivision 3 provides [in part] that in 
making any computation of commissions 
thereunder, the value of any real or person- 
al property shall be considered as money. 
Although the corresponding provision of 
the old law included the words “and the 
increment thereof,” the writer does not 
believe that this would affect the result 
since, in evaluating property remaining 
on hand, consideration must necessarily be 
given to its then market value, which would 
be inclusive of any such increment. 


Subdivision 5 of this new section regu- 
lates the allowance of multiple commissions 
in large estates by providing as the criter- 
ion therefor the following language, “If 
the gross value of the principal of the 
trust amounts to one hundred thousand 
dollars or more at the time of the receipt 
thereof by the trustee OR the last judicial 
settlement of the trustee’s account . “ 
(italics ours). Since the language is in 
the disjunctive, it would seem that multi- 
ple commissions must be allowed if the 
gross value of the principal is one hundred 
thousand dollars or more at either time 
mentioned therein. This interpretation 
produces no difficulty if the original fund 
received is in excess of the _ stipulated 
amount; however, if it reaches that figure 
on some subsequent judicial settlement, the 
question presents itself as to whether the 
rule will be applied retroactively, particu- 
larly in the event that prior decrees allow- 
ing but a single commission have been en- 
tered. This phase of the new statute will 
undoubtedly also be judicially construed at 
the earliest opportunity. 


Subdivision 9 is an entirely novel pro- 
vision under which a surrogate may allow 
a testamentary trustee additional compen- 
sation. This unique section was also sin- 
gled out by the governor for criticism. 
While it remains in force this authority 
will probably be sparingly, if ever, used 
by the surrogates.” 


2. See Hurlbut Estate, supra. 


[For subsequent rulings see decisions section.] 
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“DELAYED-ACTION” INVESTING 
How to Compensate for the Buy High, Sell Low Psychosis 


H. G. CARPENTER 


66 HAT is the greatest problem of 
the active manager of an invest- 
ment fund?” A large percentage of trust 
men and endowment managers who were 
asked this question replied: “To get ac- 
tion from my investment committee.” As 
Yale’s Treasurer, Lawrence G. Tighe, has 
said: “Often, the more intelligent, the 
more informed, and the more active the 
members, the more difficult it is to ob- 
tain a unanimous decision.” 


The problem of a small charitable en- 
dowment of $100,000 about which this is 
written is typical. The investment com- 
mittee consisted of the entire board of 
nine trustees. It originally consisted en- 
tirely of railroad bonds—all high grade, 
in 1924. The minutes of meetings 
throughout the years up to 1939 showed 
that the portfolio had been “reviewed” 
faithfully at each quarterly meeting, but 
no change in the original list of bonds 
ever had been made. Always there were 
conflicting opinions, and always the meet- 
ings ended with nothing done. By mid- 
1939 the portfolio had declined to $60,- 
000, and nearly one-third of the list was 
in default. 


Mr. Carpenter, well-known as an investment 
counsel and author, is manager of the Formula 
Plans Department of W. E. Burnet & Co. of New 
York. He has given much study to development 
of a method of checks-and-balances on market 
guesstimating. 


At about that time several new mem- 
bers came in who insisted that something 
be done. At the June 1939 meeting it 
was decided that about 44 of the fund 
would be: invested in preferred stocks, 
and another 144 in common stocks—but 
“not yet.” The stock market had been 
declining for six months and the board, 
while agreeing that preferred and com- 
mon stocks should be bought sometime 
to bolster income, could not agree on 
when to buy them. 


At the time of the September 1939 
meeting the stock market had just ad- 
vanced smartly on the declaration of war. 
The board, remembering that the market 
had declined upon the outbreak of World 
War I, again deferred action. At the 
December 1939 meeting, however, the 
market not only had held its initial gain 
but had advanced farther, and they could 
then agree that it was a proper time to 
make their stock purchases. Stocks 
finally were bought on January 5th, 1940 
with the Dow Jones Industrial Average 
at 152—compared with 134 in June when 
they first had decided to buy stocks. 


What to Buy 


HE problem of what to buy also was 
a difficult one, especially for the com- 
mon stocks; concurrence could be reached 
only on two of the bluest “blue chips”— 
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duPont and American Telephone. Final- 
ly, as a sop to a small group who saw 
possibilities in the oil industry, they 
placed approximately % as much in Texas 
Co. (At this writing, duPont is down 
20% from the price paid and Telephone 
15%, while Texas is-wp 32%.) 

Shortly after these purchases, stocks 
began to drop, and by June Ist, 1940 the 
DJIA was down to 115—a 25% decline 
from 152. Early in June $7000 Union 
Pacific bonds were called, and the ques- 
tion of course was what to do with the 
money. One group advocated the pur- 
chase of more of the stocks that had been 
bought in January on the theory that if 
they were worthy of investment at 152 
DJIA, they ought to be still better at 
115. But the “conservative” majority of 
the board could not see it, fearing greater 
decline. So action was deferred “until 
the next meeting” in September 1940. 
By that time stocks had advanced to 133. 
The board felt easier, and the $7000 was 
invested ... at 133. But the DJIA de- 
clined to 93 in April 1942. During this 
period no mention of buying stocks was 
made. In December 1942, however, with 
the DJIA back to 120, confidence revived 
and the question was reopened. 

This story is not exaggerated; and it 
is not unusual. Thousands of boards and 
committees throughout the country have 
had similar experiences. 


The President’s Summation 


T was in December 1942 that the 

president of the board referred to 
above took action. First he submitted a 
list of 40 industries to members of the 
board, and asked each member to indi- 
cate, in order of his preference, the 10 
most favorable industries. Two compan- 
ies in each industry were selected in the 
same way. In addressing the board he 
remarked: 


“Our untimely optimism has led us to 
buy stocks at the two high points in the 
market, and our untimely pessimism has 
prevented our taking advantage of the 
low points. It would seem high time that 
we do something that will improve our 
results in the timing of our purchases 
and sales—the most important division 
of investment management. 
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“In our choice of stocks we have ig- 
nored entirely the second most important 
step of investment management—the 
selection of industries. Our choices are 
merely compromises which practically no 
one favors, as is shown by these lists of 
industries which you have made out. 
There is only one vote for the communi- 
cations industry to which American 
Telephone belongs. Oil, on the other 
hand, in which we made a very small in- 
vestment, averages third in the nine trus- 
tees’ lists. The aviation transport, electri- 
cal manufacturing and insurance indus- 
tries, which are second, third and fourth 
on your lists, are not represented at all. 
By the ‘compromise method’ we have 
scarcely any industrial diversification.” 


Suggested Procedure 


E concluded with the following sug- 
gestions: 


1. That a small investment committee 
be appointed with full power to act; the 
five or preferably three best qualified 
members of the board. 


2. That the chairman of the investment 
committee be the ‘active manager’ of the 
account. Any member of the board 
may make recommendations, at any 
time except at a meeting. That has been 
the trouble with our meetings—too much 
time wasted in discussing tips, rumors 
and hunches which we have had no time 
to investigate. The active manager will 
investigate such suggestions or recom- 
mendations and report on them at the 
next meeting, for the decision of the 
board or committee. 


3. That we adopt a formula plan* 
adapted to the needs and objectives of our 
fund, and to the preferences of board 
members. 


4. That we employ ten different in- 
dustries for the common stock element 
of our fund, each industry to be repre- 
sented by two companies—as already 
selected—and be kept approximately 
even—subject to the working of the 
formula plan adopted. 


5. That five bond issues be selected for 


*Cf. Carpenter, “Investment Timing by For- 
mula Plans,” April 1943 Trusts and Estates 363. 
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the bond element of our fund and hand- 
led in a similar manner. 


6. That a resolution be passed by the 
board authorizing and instructing the 
investment committee to follow the for- 
mula plan and to employ the stocks and 
bonds selected in so doing. The members 
of the investment committee would be 
wise to pass a similar resolution, author- 
izing and directing the active manager 
to do the same. 


Action and Results 


66 ITHOUT delegating any of its 

authority or responsibility, the 
board has selected the formula plan, and 
instructed the committee to follow it; but 
it retains the authority to change the 
plan. The board, too, has selected the 
industries and companies for common 
stock investment, and the bond issues, 
and has instructed the committee to em- 
ploy them in accordance with the formula 
plan. But any change in industries, com- 
panies or bonds also must be approved 
by the board.” 


NATIONAL BANK 
OF DETROIT 


* 


TRUST DEPARTMENT 


Complete 
Fiduciary Services 
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DETROIT, MICHIGAN 
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The formula schedule has dictated 
sales, particularly of the low grade rail 
bonds (which were classified as equities) , 
three times so far in 1943. These sales 
were made by the active manager, as per 
schedule, without argument or debate. 
The fund is now back to $90,000 and in 
a very comfortable position, as is every 
member of the board; and meetings last 
half an hour instead of two or three 
hours. 


It is the universal experience of trust 
men and endowment managers who em- 
ploy formula plans that: 


1. “Retention inertia” is reduced if not 
eliminated entirely; 


2. The influence of public psychology 
on management policy is minimized ; 
and 

. Results are materially better. 


Transportation Financing 
Prospects 


For several years after the war, money 
for capital expenditures on roadway and 
structures will have to come from earnings, 
depreciation funds and, in the case of re- 
cently reorganized railroads, from capital 
expenditure funds. These sources should 
provide a substantial amount of money. Al- 
so, the railroads even after their heavy 
purchases of bonds in their debt reduction 
programs should still have a lot of cash. 


The reluctance of railroad managements 
to increase debts does not apply in the 
same degree to those obligations created for 
the purchase of equipment. Equipment 
Trust Certificates, which mature serially 
and are retired out of revenues, will be is- 
sued in a volume larger than we have seen 
in 20 years. A program of equipment mod- 
ernization involving annual expenditures of 
$500 millions must be predicated upon a 
high level of earnings. To as large an ex- 
tent as possible these expenditures should 
be provided for by new equity financing. 


A study of the callable bonds of the 30 
leading Class I solvent railroads bearing 
coupons of 4% or higher and maturing be- 
yond 1950, shows that there will have to 
be a substantial advance in market prices 
before any amount of refunding can be 
considered: 
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Selling near or above their call 
prices 

Selling within 10 points of 
their call prices 

Selling between 10-20 points of 
their call prices 437,000,000 

The railroads are now and will be in a 

strong position, physically and financially 

to withstand any period of depression that 

might occur during the next decade. They 

didn’t have an opportunity to prepare, or 

at least they didn’t prepare, for the last 

depression. 


$216,000,000 


313,000,000 


73 


In relation to revenues the amount of cap- 
ital required by the air lines is small. For 
example, during the year 1940 the railroad 
industry had $5.48 of total investment and 
working capital per dollar of annual gross 
revenue produced. This compares with 69 
cents per dollar of total investment for the 
air lines. It is anticipated that during the 
first 5 years after the war the capital of 
the air lines will grow from 11 million to 
about 400 million. 


From report of Railroad Securities Committee, 
Investment Bankers Association. 


-RISK-CAPITAL CORPORATION PROPOSED 


OLLOWING suggestions made by 

Henry J. Kaiser in a speech in St. 
Louis on Nov. 19th, tentative drafts have 
been made of a plan for a “National In- 
dustrial Credit Corporation” to provide 
capital to small and medium-sized busi- 
ness enterprises and for industrial re- 
adjustment purposes after the war. The 
authors of the plan, Herbert Boettler 
and John Snyder, vice-presidents of the 
First National Bank of St. Louis, fol- 
lowing meetings with Mr. Kaiser and 
other bankers, propose a $500,000,000 
credit pool along functional lines of the 
R.F.C. to be financed jointly by industrial 
and labor organizations, banks and in- 
surance companies, with stock of the 
corporation also open to public subscrip- 
tion. 


It is pointed out that restrictions on 
private enterprise and government com- 
petition during the war, together with 
the great burden of tax rates, have dried 
up customary sources of risk capital 
which will be needed promptly after war 
if reconversion and rebuilding of a pros- 
perous and privately owned economy is 
to be sustained and be able to absorb the 
large labor supply. The corporation 
would have power to invest in common 
and preferred stock, make loans on notes, 
debentures and bonds, and guarantee 
business obligations. 

Permissive legislation would be re- 
quired—state and federal—to allow banks 
and insurance companies to invest in 


such stock, but it is deemed important 
that private sources put themselves in 
position to meet requirements which 
otherwise would create pressure for ex- 
pansion of government financing in in- 
dustrial and trade fields. 

It will be interesting for fiduciaries 
also to watch this development, for it 
might be considered desirable for invest- 
ment of certain trust funds under specific 
authority, the more so as low interest 
rates are prolonged and the field for cus- 
tomary investments is narrowed. There 
has been some thought given to the 
propriety, at least for a part of larger 
estates, of providing means by which 
such funds might be placed in develop- 
ing businesses, definitely recognized as 
risk-capital commitments, if the mechan- 
ism could be worked out for mutualizing 
the risk and adequately appraising the 
prospects. 


SPECIALISTS IN 


AUCTIONS 


OF ANTIQUES, ART, 
JEWELRY, LIBRARIES, Etc. 
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CONTINENTAL ILLINOIS 


NATIONAL BANK 
AND [TRUST COMPANY 


OF CHICAGO 


Statement of Condition, December 31, 1943 


RESOURCES 


Cash and Due from Banks $ 482,949,998.21 
United States Government Obligations, 

Direct and Fully Guaranteed 1,402,546,404.49 
Other Bonds and Securities 63,369,056.48 
Loans and Discounts 363,163,483.71 
Stock in Federal Reserve Bank 3,600,000.00 
Customers’ Liability on Acceptances 265,543.16 
Income Accrued but Not Collected 5,401,213.79 
Banking House 11,400,000.00 


$2,332,695,699.84 


Deposits $2,173,955,738.40 
Acceptances 293,322.56 
Reserve for Taxes, Interest and Expenses 9,742,995.61 
Reserve for Contingencies 18,105,492.91 
Income Collected but Not Earned 191,776.94 
Capital Stock 60,000,000.00 
Surplus 60,000,000.00 
Undivided Profits 10,406,373.42 


$2,332,695,699.84 


United States Government obligations and other securities carried at 
$446,503,319.09 are pledged to secure public and trust deposits and for 
other purposes as required or permitted by law 


Member Federal Deposit Insurance Corporation 





INVESTMENT POLICY 


NOTES ON TRUST INVESTING 


J. E. MORRIS 
Vice President, City Bank Farmers Trust Company, New York City 


UR policy should be predicated on 

the prudent theory, which requires 
that an acceptable investment should 
have shown a reasonable margin of pro- 
tection over a period of time. There are 
many railroad securities which qualify 
as prudent investments by virtue of sat- 
isfactory earnings over a long period of 
years coupled with a strong financial 
condition. There are also obligations of 
other systems which have had an un- 
favorable record at various times dur- 
ing the past ten years, but which now 
show a very favorable current trend of 
earnings and of debt reduction. Princi- 
ples of trust investment do not require us 
to prophecy the future, nor to guess that 
an adverse trend has definitely changed 
unless there is ample evidence to support 
this view. We should apply similar an- 
alytical reasoning in the selection of in- 
dustrial bonds. 


Most of the accepted bonds in the rail- 
road, public utility and industrial fields 
are now selling at relatively low yields 
as compared with Government bonds, or 
the bonds are selling well above call 
prices. If the former is the case, there 
should be no question as to preference 
for Government bonds, and we should be 
extremely careful in the purchase of ob- 
ligations above the call prices, particular- 
ly where the excess over the call price 
may exceed the interest over a period of 
years. I do not infer that we should sell 
all high grade bonds above call prices or 
which at current market may show a 
low yield to maturity. An individual or 
corporation would be quite sound in capi- 
talizing a substantial premium on a cor- 
porate investment with reinvestment in 
Government bonds of similar maturity, 
if the prevailing yield at existing market 
prices is comparable. But a _ trustee 
should not favor the remainderman at 


From address before Midyear Trust and Bank- 
ing Conference of New Jersey Bankcrs Assn., 
Dec. 3rd. 


the expense of the life tenant, or vice 
versa. On the other hand, if a particular 
bond is selling substantially above the 
call price and we have reason to believe 
that the bond might be redeemed, we 
would be fully justified in making the 
exchange. 


In operating the bond section of the 
portfolio, we should stagger maturities, 
thus receiving some protection against 
a change in interest rate and at the same 
time we can provide for increasing in- 
come by reinvesting the maturing or low 
yield bonds, as the proceeds become avail- 
able, in longer maturities. Even though 
interest rates remain unchanged, this 
plan provides for an automatic increase 
in income without changing the average 
maturity and should interest rates in- 
crease, the increase in income would be 
accelerated. When a compromise with 
this theory is necessary we should limit 
the compromise to an extension of ma- 
turity rather than to any step-down in 
quality. Many beneficiaries are glad to 
accept a lower income for the present in 
the hope that a much larger return can 
be obtained when and if the money sit- 
uation should change. The conservative 
procedure is to assume that interest,rates 
may move upward some time during the 
life of the trust. 


It has been possible to purchase Gov- 
ernment bonds, particularly the Series 
“G” Savings Bonds, at a yield of 244%, 
a basis which is only slightly below that 
on the high grade longer term corporate 


issues. The acceptance of such a slight 
decrease in income is warranted under 
prevailing monetary conditions. For 
that reason a large part of a trust, which 
ordinarily would be invested in corporate 
bonds, might be added to the Government 
section of the list. However, we should 
be prepared to recommend sale of the 
short and medium term bonds, even at a 
small loss, if by doing so we are enabled 
to purchase longer term high grade cor- 
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porate bonds at a substantial increase in 
yield. 


Common Stock Policy 


Trustees operating discretionary ac- 
counts should establish a maximum per- 
centage in common stocks beyond which 
they will not go. Under present condi- 
tions a reasonable amount in common 
stocks can probably be justified on the 
theory of diversification or as protection 
against the diminishing return received 
on bonds due to refundings at a low in- 
terest rate, or as protection against a 
change in interest rate. The account 
that holds common stocks should hold only 
the highest grade bonds. No investment 
should be added to the account without 
considering the account as a whole and 
the relationship of the proposed invest- 
ment to the present holdings. If the ac- 
count must be operated in conjunction 
with a co-trustee it is essential that the 
co-trustee understand and agree to the 
general policy that has been established. 
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OUTLOOK FOR PLASTICS AND TEX- 
TILES (as expressed by research directors). 


Marked Doubtful 
growth growth Decline 


Phenolic 206 102 14 
Cellulose acetate. 198 107 16 
Cellulose nitrate _ 63 133 

176 93 13 
109 131 51 
147 108 26 
140 69 5 
291 19 4 
Styrene ................ 264 33 3 
Acrylic 253 33 4 
pS Rees 51 18 


Plastics 


Casein 


Materials 


Cotton 87 237 74 
46 296 39 

24 92 
261 131 26 


441 5 2 
Barron’s, Dec. 27, 1943 
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INVESTMENT POLICY 


COOPERATIVE PROTECTION FOR CAPITAL 


New Role for Institutional Investors as 
Stockholders’ Representatives 


MERRILL GRISWOLD 
Member of Executive Committee, National Assn. of Investment Companies 


NVESTMENT companies partake in 

a very real sense of the nature of “in- 
vestment cooperatives.” Through them 
the millions of capitalists of the nation, 
by joining forces one with another, can 
not only make their savings productive 
for themselves, but also render them 
more effective for the general good. 


When the Government enacts legisla- 
tion which adversely affects the owners 
of corporate enterprise, be it through 
confiscatory taxation, unfair Government 
competition, or other measures which are 
contrary to the investor’s best interests, 
his voice is not heard. In fact, he does 
not even seem to be aware that it is his 
savings which are being undermined. 


Similarly, the individual investor too of- 
ten lacks a competent spokesman in his 
relationship with the companies in which 
he has invested his money. When the man- 
agement of some company in which he has 
a stake adopts a course which he deems 
adverse to his interests, he grumbles; he 
may refuse to send in his proxy; or if he 
is disturbed enough he may dispose of the 
security in question. In other words, he 
takes the easier way out, and so avoids 
the more serious responsibilities of pro- 
prietorship. 


Stockholders have no ready means of get- 
ting together. They have neither the 
technical knowledge nor the financial means 
to engage in serious disputes with gov- 
ernment or management. Again, lack of 
time is a serious deterrent to the pursuit 
of self-interest. 


The very ease with which the individual 
investor can dispose of his shares is in 
part responsible for his failure to take a 
positive attitude toward stock ownership. 
This fact, coupled with his normal inertia, 
has led him: to over-emphasize the short- 
term aspects of ownership rather than long- 


From address before 26th annual convention, 
National Assn, of Securities Commissioners. Mr. 
Griswold is chairman of Massachusetts Investors 
Trust, Boston. ‘ 


term proprietorship in progressive Amer- 
ican enterprise. 

I believe these conditions offer us, as the 
managers of the savings of hundreds of 
thousands of small investors, a great oppor- 
tunity; at the same time they place on our 
shoulders a serious responsibility. The in- 
vestment company can act as the investor’s 
advocate to fight his cause before legislative 
or administrative bodies, and it can act 
as his spokesman with management. By 
cischarging properly our obligation to them 
we will inevitably serve the cause of all 
investors. . 


First, we can take an aggressive stand 
on questions of corporate taxation. When 
the crisis of war has passed there must be 
a fair revision of corporate tax laws in 
order to reduce the burden of double tax- 
ation and encourage the investment of sav- 
ings. We are in a position to state the in- 
vestor’s case clearly and forcefully. 


Second, in the postwar readjustment, de- 
cision must be made as to the disposition 
of billions of dollars worth of war plants 
built by the Government. We must do our 
best to prevent the savings of millions of 
investors from being jeopardized by unfair 
Government competition. 


Third, we can represent the investor in 
dealing with administrative bodies. Utility 
holding companies are undergoing enforced 
disintegration. Many of our largest rail- 
road systems are in the process of reorgan- 
ization. Investment company representa- 
tives have appeared in a number of these 
cases in attempts to obtain fair treatment 
for investors. Many situations arise where 
we can perform a similar service before 
other. agencies, federal and state. For in- 
stance, only recently we appeared before 
the Civil Aeronautics Authority and did 
our share in preventing passage of a retro- 
active measure which would have worked 
a great injustice to the stockholders of one 
of our leading airlines. We believe we 
might well expand our activities in this 
field. 

When it comes to our relationship with 
corporate managements our financial stake 
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in a given company is usually large enough 
to command attention. Also, the manage- 
ment of investments is not an avocation, 
it is our full time occupation, we have no 
diversity of interests. 


Most corporations are managed with in- 
tegrity, skill and foresight. But nowhere 
is improvement an impossibility, and in 
some cases there may well be need for 
change. A management worth its salt will 
do its best work when it is under the watch- 
ful eye of alert and intelligent proprietors. 

The investment company is in a position 
to work intelligently with corporate man- 
agements on plans for mergers, recapitali- 
zations and other corporate changes. We 
must point out objections to plans proposed 
by them and suggest changes necessary to 
assure fair treatment of all stockholders. 
As intelligent and unbiased stockholders, 
we should also come to the defense of bus- 
iness organizations and their managements 
against unwarranted attacks by others. 


Some managements have been known to 
be unreasonable and have placed self-in- 
terest before their managerial obligations. 
There have been cases of incompetence. Oc- 
casions will arise therefore, however rarely, 
when aggrieved stockholders must assert 
their final authority as the real owners and 
change either single policies or the policy- 
makers themselves. 

Because’ stockholder-management  con- 
tests by their very nature are spectacular, 
they attract more public notice than their 
relative infrequency justifies. Let me mere- 
ly set forth one or two principles which I 
think should guide investment companies 
when conflicts arise. 

When the general competence of a man- 
agement is in question I do not favor reach- 
ing a final, unfavorable conclusion merely 
on the basis of operating results and com- 


Attorneys in this area are invited to 
offer their clients our Estate Planning 
Service. We believe that wills based 


upon this sound survey of present assets 
assure both the testator and his heirs 
the utmost conservation of the property 


involved. 


The Plainfield Trust Company 
Plainfield, New Jersey 


Member Federal Reserve System 
Member Federal Deposit Insurance Corporation 
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parisons with similar companies. The lat- 
ter should be regarded rather as indications 
that the company’s affairs need closer in- 
vestigation. If so, it might sometimes be 
sound practice for the stockholders to vote 
for the engagement by the company of in- 
dependent experts to report directly to them 
on the reasons for the unsatisfactory show- 
ing. Such a report may call for a change 
in management; it may recommend new 
policies to be followed by the present 
officers; or it may constitute a vindication. 

I do not advocate investment companies 
seeking for themselves a dominant place 
in the management of their portfolio enter- 
prises or very possibly any place at all. If 
their interest is quite substantial they may 
well be entitled to some representation on 
the board of directors, but it need not neces- 
sarily be direct. 

In this aim of providing an alert stock- 
holder viewpoint there is no reason why in- 
vestment companies should not work to- 
gether. Today there are well over one 
hundred active companies representing sub- 
stantially in excess of a million investors 
and, according to the latest available sta- 
tistics, owning approximately 3,000 differ- 
ent security issues. 

While this is a force of no small magni- 
tude I hope that all fiduciaries and others 
professionally engaged in investment mat- 
ters will also help to make effective the 
voice of the individual stockholder. Neither 
investment companies, nor trust compan- 
ies, nor other institutional holders are ever 
justified in using waste baskets as recep- 
tacles for proxies to vote at corporate 
meetings. Let us remember that if cor- 
porate management tends to _ interpret 
stockholder quiescence as acquiescence, we 
must all bear some share of the blame. 

There must be democracy in business 
ownership as truly as there must be 
democracy in government. If this is not 
to be, we will find that, in the words of 
Winston Churchill, we have built “a society 
in which nobody counts for anything ex- 
cept a politician or an official, and in which 
enterprise gains no reward and thrift no 
privilege.” 


a 


The 1942-1943 Yearbook of Philanthropy 
by John Price Jones, which recently made 
its appearance, again provides very useful 
comparative information regarding gifts 
and bequests to charitable and religious 
organizations. The book is published by 
The Inter-River Press of New York. 









PROXIMATE DEATHS OF TESTATOR 
AND BENEFICIARY 


Indeterminate and Determinable Sequence — Trust Avoids © 
Second Administration 


J. SEYMOUR MONTGOMERY, JR. 
Montgomery, Grace & Derby, New York City 


AWYERS and trust men often refer 
to “simultaneous death” clauses and 
statutes. Actually, cases of known simul- 
taneous deaths are rare, if not non-exis- 
tent. Such clauses and such statutes set 
up constructive simultaneous deaths, 
where both the testator and beneficiary 
die under such circumstances that it is 
not known which, in fact, died first. Suci 
deaths might more accurately be termed 
“proximate deaths of indeterminate se- 
quence.” The usual form of clause reads, 
should die before me, or 
if we should die as a result of a common 
accident and it is not possible to deter- 
mine which of us died first, then I give, 
* * *” The effect of such a clause is to 
treat the situation as if both the testa- 
tor and the beneficiary had died at the 
same instant and to provide, in such case, 
for an alternate legacy. But the recent 
advent of statutes on this subject shows 
that these clauses have appeared too in- 
frequently in wills. Such statutes are 
intended to make up for, and are a criti- 
cism of, shortcomings in will draftsman- 
ship. 


Even where used, these clauses have 
been too restricted in scope. For exam- 
ple, their use is almost exclusively con- 
fined to the cases where testator and 
beneficiary are husband and wife. There 
does not appear to be any reason for this 
restriction. Possibly, proximate deaths 
are more likely to occur with husband 
and wife, but they may happen to others. 
Also, these clauses normally provide that 
they are effective only when the deaths 
result from the same accident or disas- 
ter. Here again, there appears to be no 
basis for the restriction.. The proximate 
deaths may be the result of the same con- 
tagious disease, for example. Another 
example is where the deaths of testator 
and beneficiary result from _ senility. 
Again, the two people might be found at 
opposite ends of the earth, hours or even 
days after death has occurred, and in 
such a case the establishment of the exact 
times of death may not be easy or infal- 
lible. 


A broader clause, but as acceptable, 
covering indeterminate proximate deaths 


79 











80 





would read, “If dies before 
me, or if it is not possible to determine 
which of us died first, then I give, * * *.” 


The Uniform Simultaneous Death 
Act, which has been adopted in twenty- 
five states,* creates a presumption that 
where the sequence of deaths is not 
known, each decedent shall be deemed to 
have survived the other. Where such de- 
cedents are joint tenants or tenants by 
the entirety, each tenant’s estate receives 
an equal proportionate share of the prop- 
erty. The statute is broader than the 
average will clause in several respects. In 
the first place, it is not limited to cases 
of husband and wife, nor to cases of 
deaths of unknown sequence resulting 
from a common accident. Also, the 
statute covers specifically the cases of 
joint tenancies and tenancies by the en- 
tirety and cases of insured and bene- 
ficiary. 


Proximate Deaths of Known Sequence 


ORE frequent than so-called simul- 

taneous death cases are those 
where the sequence of the deaths of tes- 
tator and beneficiary is known but the 
beneficiary survives the testator by only 
a short time (a few days, weeks or 
months), dying before administration is 
fully completed and before being able to 
enjoy any substantial part of the inheri- 
tance. These might be called proximate 
deaths of determinable sequence. Neith- 
er the ordinary will clauses nor the 
statutes covering proximate deaths of in- 
determinate sequence help in such a case. 
No means of avoiding the unfortunate 
consequences which can result seem to 
have been developed. In these cases, not 
only are the decedent’s intentions thwart- 
ed, but the property is subjected to 


double administration expense and delay, 
and, to some extent, to double taxation.** 
Of course, these results occur only where 
the beneficiary was to have received the 
property outright. 





*Several other states have some form of statute 
on the subject, some using age as a basis for es- 
tablishing survivorship. 


**Although under the Federal Estate Tax Law 
(IRC Section 812, Regulations 105, Section 81.41), 
a deduction for property previously taxed within 
five years is ‘allowed, it rarely ever turns out to 
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The difficulties here involved cannot 
be safely avoided by means of a clause 
providing for a gift over in case the 
beneficiary should die within a stated 
short period after the testator’s death. 
Such a clause would be in danger of be- 
ing invalidated by the rule against per- 
petuities and companion statutes, parti- 
cularly in those states where there is a 
specific statutory provision against sus- 
pension of the power of alienation for a 
period longer than lives in being. In any 
event, it is questionable whether an abso- 
lute gift can have tacked on to it a gift 
over, even if only contingent.+ 


Short Term Trust 


S a surer solution to the problems 
raised by this contingency, a short 
term testamentary trust is suggested. 
The term should be six months or a 
year or two years (or such period as will 
probably be required to complete admin- 
istration—possibly it could be so stated), 
or until the death of the principal bene- 
ficiary “whichever event sooner occurs.” 
The language quoted is insurance against 
having the trust construed as one for a 
fixed term of years, in those states where 
such a term is not permitted. If the 
beneficiary dies within the stated period, 
the property goes over under the alter- 
nate provisions. If he lives to the end 
of the stated period, the trust terminates 
and the property goes to him outright. 
By such a device most, if not all, of the 
difficulties outlined above are avoided. 
There is no thwarting of the testator’s 
purposes; there is no risk of invalidity 
such as attaches to a gift over after an 
absolute devise or bequest. There is only 
one administration. There is no threat 
of even partial double taxation. 


Covering New Problems 


F some problems are avoided by the 
device, new problems are created. But 
it is believed that these can be, solved 






be a 100% deduction. Furthermore, a number of 
states lack a similar provision in their inheritance 
laws, or have a shorter “‘grace’’ period. 


7Cf. Gray’s Rule against Perpetuities, 4th ed., 
See. 14, fn. 8; Restatement of Property, Secs. 25, 
47 and 76; Matter of Denton, this issue. 








LAW AND TAXES 


example, the question of fiduciary com- 
pensation could be troublesome in states 
where the question of dual commissions 
as executor and as trustee exists. While 
in name a trust, the device is really a 
means of avoiding the above mentioned 
problems and no real trust duties nor 
any duties in addition to the ordinary 
ones of executor will, in fact, be imposed 
upon the fiduciary. Therefore, the fidu- 
ciary should be adequately compensated 
by executorial commissions only. The 
will could unequivocally so provide. 


If properly planned, the so-called trust 
will not outlast the period of administra- 
tion. No separate books as trustee need 
be set up, nor need the trust be set up 
since this is often not done anyway until 
administration is completed. To provide 
for the interim needs of the beneficiary 
the will should direct that income from 
assets of the estate should be paid, com- 
mencing as of the date of death, and 
that the fiduciary make as full payments 
on account thereof as possible. Also, the 
fiduciary could be given power to invade 
corpus in its discretion. 


The income tax results attendant on 
such a short term trust would depend 
upon all the circumstances. Whether or 
not the beneficiary had independent in- 
come would make considerable difference. 
Also, the results would differ according 
to whether or not all the trust income or 
only part of it was paid to the benefi- 
ciary, and when. In comparing the in- 
come tax liability with that which would 
exist in case of an outright bequest, one 
would have to consider also whether in 
the case of the latter the legatee would 
receive any income during the period of 
administration. In any given case, the 
difference between income tax liability 
attendant on such a trust as compared 
with not using the device could readily 
be determined, and if it were found to 
increase the income tax liability, that dis- 
advantage could be measured against tes- 
tamentary advantages derived from us- 
ing the trust device. Furthermore, since, 
as is pointed out below, this trust device 
would be most useful in moderate sized 
estates, income tax liability should not 
be too great a factor in the picture. 


Trust Offices, Pasadena 


She Wests Sargest 
Trust Company 


SECURITY-FIRST 
NATIONAL BANK 


OF LOS ANGELES 


Member Federal Reserve System 
Member Federal Deposit Insurance Corporation 


Scope of Usefulness 


HIS trust device would not be of 
great advantage in the case of a very 
small estate, where the funds produce 
very little income, and the possible double 
administration expenses and partial 
double taxation in the absence of it would 
not be substantial. However, from some 
points of view, its use might be desirable 
even in such cases. Nor is it likely to 
be necessary where the estate is large 
enough to justify the creation of long- 
term “permanent” trusts where, in all 
probability, the principal beneficiary 
would have only the income for life any- 
way. Nevertheless, there may be cases 
where the testator would prefer to make 
an outright disposition of his property. 
The device would be most useful in the 
intermediate estates, say between $50,000 
and $150,000—not large enough to jus- 
tify a permanent trust, but large enough 
to make the extra expense (not to men- 
tion the delay) of two administrations 
in quick succession and partial double 
tax a serious financial drain. 
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Mertens 


on the 


Law of Federal Income 
Taxation 


(and Excess Profits Taxation) 


By JACOB MERTENS, Jr. 


of the firm of 
Davies, Auerbach, Cornell & Hardy 
One Wall Street, New York City 


12 Volumes with 1943 Pocket Parts Price $120.00 


A complete restatement of the entire field of federal income and 
excess profits taxation 


— directing you instantly to the applicable provisions of the 
law and the interpretations and constructions which have 
been placed upon them both administratively and judicially. 


— presenting the quickest way of finding the law, and the 
only way of finding all the law weighed personally by an 
expert in this field as to relevancy and importance. 


— giving you that peace of mind that no other means of re- 
search will give — the certainty that you have not over- 
looked other decisions in point. 


Kept constantly to date by a monthly pamphlet service, cumu- 
lated every three, six and nine months and cumulated in pocket 
parts at the end of the year’s subscription. The service to and 
including the 1944 Pocket Parts, published in July, is now included 
in the set price. 

Terms: 6% discount for cash or $10.00 cash and $10.00 per month. 


Descriptive literature sent on request 


CALLAGHAN & COMPANY 
401 East Ohio Street _ Chicago 11, Illinois 








LAW AND TAXES 


CURRENT FEDERAL TAX NOTES 


PETER GUY EVANS 


Certified Public Accountant (N. Y.):; Member of New York Bar; 
Lecturer at Rutgers and Columbia Universities 


Supreme Court Decision 


Estate tax—full value of property tax- 
able where power exercised. Decedent 
exercised a general power of appointment 
over a testamentary trust created by his 
father. The share which passed to the 
grandson under this power was conceded 
to be includible in the decedent’s taxable 
estate. However, the executors argued 
that the shares which the wife and 
daughter received, because the power 
was exercised, were less than they would 
have otherwise received and consequent- 
ly should be excluded from the gross es- 
tate. The beneficiaries did not renounce 
and elect to take under the will of dece- 
dent’s father. The Court held that all 
the property is includible in the dece- 
dent’s gross estate. (This decision ap- 


pears to be wrong; there is a well-argued 
dissenting opinion by Chief Justice Stone 


and Justice Roberts, both of whom know 
taxation. The case is very important 
because it may be a precedent as to what 
constitutes an exercise of a power under 
the “exception” of the Revenue Act of 
1942.) Rogers v. Helvering, S. Ct., No. 
66, Dec. 6, 1943. 


Other Court Decisions 


Gift tax—marital settlement payment 
not taxable. Taxpayer’s settlement pay- 
ment of $375,000 to wife who obtained 
divorce was for consideration as taxpay- 
er had property amounting to $10,000,- 
000 to which she had a substantial right 
under State law. No gift tax was there- 
fore payable. Lasker v. Commr., C.C.A. 
—T, Dec. 4, 1943. 


Income tax—annuity under a combined 
insurance and annuity contract. Tax- 
payer paid insurance company $55,000 
for single premium life insurance policy 
and annuity contract. The insurance 
company allocated $19,358 to the pur- 
chase of the annuity and the remainder 
to the cost of the life insurance policy. 


Taxpayer received an annuity of $1,500 
and reported $580.74 (3% of $19,358) as 
income from the annuity. The Commis- 
sioner contended that the Le Gierse case 
applied and that the entire $1,500 was 
taxable accordingly. The court rejected 
this contention and sustained the tax- 
payer. Commr. v. Meyer, C.C.A.—6, Dec. 
9, 1943. 


Income distributed to residuary trust 
deductible by estate. Executors deducted 
as income paid certain payments to a 
trust created under decedent’s will. The 
Court held that such income was proper- 
ly deductible, despite the fact that both 
corpus and income were distributed dur- 
ing the taxable year. The executors were 
meticulous in their record keeping and 
every payment was properly earmarked. 
Commr. v. Crawford Est., C.C.A.—3, Dec. 
20, 1943. 


Estate tax—trust corpus not taxable 
to grantor. _Prior to 1931 decedent cre- 
ated two trusts with provision that in- 
come be distributed to his two former 
wives and to himself. The two trust 
deeds provided that trustee could return 
any part of the trust fund to decedent. 
The Government argued that the Hal- 
lock case controlled. However, the Tax 
Court held for the taxpayer since the 
property could go to the decedent only 
in the discretion of the trustee. Est. of 
Buegler v. Commr., 2 T.C., No. 133, Nov. 
30, 1943. 


Estate tax—gifts held made not in con- 
templation of death. Decedent was in 
good health up to the time of his last ill- 
ness. Pursuant to his long established 
policy he made many and frequent gifts 
up to the date of his sudden death. Since 
his practice in his last two years was 
consistent with that of preceding years, 
the Tax Court held the gifts not in con- 
templation of death and not includible 
in his estate. Est. of L. Schumacher, 
Memo T.C., Nov. 29, 1943. 
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Income tax—effect of State law. Obli- 
gations under certain leases were dis- 
charged by a lump settlement of future 
rents by the trustees of a bankrupt 
lessee. The testamentary trustees were 
counselled that under Massachusett’s 
law, payment would have to be allocated 
over the years. Taxpayer, a beneficiary, 
reported only a pro rata part of share in 
the whole income. The Commissioner 
determined that the same was distribut- 
able and taxable in the year received by 
the trustees. The Tax Court decided for 
the Commissioner because it “did not 
have all of the facts.” In effect, State 
law which determines whether income is 
taxable to the fiduciary or to the bene- 
ficiary is disregarded as the Tax Court 
left the parties where it found them. 
Saltonstall v. Commr., 2 T.C. No. 136, 
Dec. 3, 1943. 


Gift tax—application of blockage rule 
denied. Taxpayer transferred 12,487 
shares of Vick Chemical stock to five 
trusts on a day when only 400 shares 
were traded in the market. The Tax 
Court held that stock market quotations 
were the best evidence of value and that 
the blockage rule was not applicable here. 
Although the taxpayer presented a pleth- 
ora of evidence extending over a long 
period of time, the Judge practically dis- 
regarded it entirely. The question in this 
case boils down to: Is stock market value 
the fair market value? H. S. Richard- 
son, Memo T.C., Nov. 30 ,1943. 


Trust income payable to beneficiary 
on his request is taxable to him. Tax- 
payer’s father created a trust with in- 
come in excess of $10,000 to go to him on 
his request; otherwise to be added to the 
trust corpus. Taxpayer was co-trustee, 
had broad powers of management, could 
terminate trust with consent of co-trus- 
tee, and take the entire corpus or dispose 
of same under his.will. Taxpayer made 
no request and received no income. The 
income was added to the corpus and the 
income tax paid accordingly. The Tax 
Court held taxpayer liable under the Clif- 
ford case. (This case should go to high- 
er Courts.) E. Mallinckrodt, Jr., 2 T.C., 
No. 140, Dec. 16, 1943. 
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Rulings, News, Etc.. 


H. R. 3363. This bill (as outlined on 
page 580 of the December issue) became 
law with the President’s signature on 
December 17. 


G.C.M. 24,013. The first ruling on re- 
lief from excess profits tax under Section 
722 of the Internal Revenue Code, issued 
by General Counsel’s Office. 


Pension trusts. The Commissioner has 
ruled that if under the trust agreement 
the contribution to a pension trust is re- 
coverable only in the event (1) the plan 
is not approved upon submission to the 
stockholders or (2) the plan is deter- 
mined not to comply with the provisions 
of Section 165 (a) of the Internal Rev- 
enue Code, such payment will be consid- 
ered, for the purpose of Section 23(p) 
of the Code, as a valid payment for the 
year in which made. 


The Commissioner has also ruled that 
the Bureau “will not approve contribu- 
tions to profit-sharing trusts if exam- 
ination discloses that the plan is for the 
purpose of distributing deferred salary 
increases.” 


A further ruling permits employers to 
buy for employees term insurance with 
no cash surrender or loan values but bans 
payment of premiums on endowment, sin- 
gle premium, fixed payment and similar 
life insurance policies, as a means of in- 
creasing salaries. Group life policies are 
still allowed provided their cash surrend- 
er or loan values do not exceed those now 
generally offered by such policies. 


New Forms. The new 1943 Income 
Tax forms for individuals are the tough- 
est and most complicated ever devised. 


(a ene 


“For Personal Income Tax” 


The 1944 edition of the tax guide, “For 
Personal Income Tax,” by Peter Guy Evans, 
editor of our “Current Federal Tax Notes,” 
and J. Stanley Halperin, offers concise and 
authoritative advice for the smaller tax- 
payer. First of the books in this field 
to come from the press, it contains the new 
forms and includes invaluable check lists 
for deductions. A real “buy” for 25c. 
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TAXATION---One of America’s 
Biggest Industries! 


With an estimated volume of some 27 billion dollars 
for 1943, taxation takes a top place in the ranks of 
American “big business.” No other economic activity 
touches so intimately the lives and fortunes of us all. 


Accordingly nowhere else is prompt, accurate, 

and continuing information about new 

developments so important to the effective 

conduct of corporate and personal business 

affairs as in the field of federal and state taxation. 

It is here that the dependable CCH loose leaf 

tax and business law reporting Services play their 
essential parts. 


There. is a CCH loose leaf Service for every 
live.and important phase of tax and 
business law. May we send details? 


\ 


eR, 


(Obviously no attempt has been made here to pic- ¥ 
ture the various lines in their tru portions.) 
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SHORT TERM TRUSTS — SECTION 111 
Two Income Tax Matters Requiring Correction 


EDWARD H. McDERMOTT 
McDermott, Will and Emery, Chicago 


EARLY four years have passed since 

the memorable Clifford opinion 
(309 U. S. 331). Few cases have re- 
leased such a tide of subsequent litiga- 
tion. But the tide has not even yet 
washed away the mud and sand so that 
the boundary lines and markers may be 
clearly seen. 


The Clifford decision is thought to 
rest upon three factors. The first is the 
short term of the trust, the corpus re- 
verting to the grantor at the end of the 
term. While some tendency is discern- 
ible in the decisions to classify periods of 
eight to ten years as beyond the scope 
of a “short term” trust, the meaning of 
“short term” is really no nearer clarifica- 
tion than in February, 1940. What 
weight or influence the existence of a 
“short term” is to be given in a parti- 
cular case, whatever meaning be attri- 
buted to the phrase, likewise remains 
obscure. 


The second factor was the common 
membership of the settlor and the bene- 
ficiaries in an “intimate family group.” 
Here also is a concept difficult to get one’s 
teeth into. The mere fact of a gift hav- 
ing been made smacks of quite a degree 
of solidarity between grantor and bene- 
ficiary. The courts themselves are hav- 
ing trouble with this second factor.” One 
recent application of the doctriné:;re- 
quired a Circuit Court of Appeals to 
wrestle with the status of an adopted 
child. (Price v. Commissioner, 132 F. 
(2d) 95, CCA 6—1942.) There seems 
some recession from the initial tendency 
to attribute great weight to the “inti- 
mate family group” idea. In the Stuart 
case (317 U. S. 154) the Supreme Court 
found it proper to check the Bureau’s 
well-nigh unlimited expansion of the 
Clifford doctrine, with the statement that 
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the settlor could not be taxed upon the 
satisfaction he derived when his children 
received the trust income. (Compare 
Morgan v. Commissioner, 2 T. C. No. 
62-1943; U. S. v. Pierce, 137 F. (2d) 428, 
CCA 8-1948; Helvering v. Bok, 132 F. 
(2d) 365, CCA 3-1942.) 


Economic vs. Administrative Control 


The third factor is the question of 
“control.” In tax matters that word has 
acquired a new meaning since the Clif- 
ford decision. One of the major difficul- 
ties has been the failure of the courts to 
accept appropriate distinctions between 
real control over economic benefits and 
mere powers of an administrative char- 
acter. Where the grantor has the power 
to shift beneficial interests, the cases 
quite generally hold him taxable upon 
the trust income, though even here there 
is an occasional exception. (Compare 
Barker v. Commissioner, T. C. Memo 
9/20/43, CCH Dec. 13, 500 (M).) These 
decisions are consistent with current in- 
terpretations of the estate and gift tax 
law. There is substance in them, though 
many of us think the courts are too free 
in assuming that all such powers are re- 
served for the personal and selfish benefit 
of the grantor. In fact, they are actually 
inserted in many cases because the 
grantor recognized that the benefits of 
his bounty might be accompanied by 


~ detriments and he saw no better alterna- 


tive than reserving some control over the 
flow of benefits. 


More unfortunate has been a marked 
tendency to attribute insidious motives 
to a grantor who names himself as the 
trustee without any discretion as to eco- 
nomic benefits and provides, in that capa- 
city, for the administrative powers re- 
quired in weil-drawn trust agreements. 
I have seen some pointed judicial refer- 
ences to “broad investment powers.” 
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Why, in the name of good trust adminis- 
tration, may they not be broad? Why 
should the trustee be hamstrung in his 
efforts to wrest a decent rate of income 
from the trust assets in these uncertain 
times? A Bureau policy that continues 
to press without much discrimination for 
the taxation of grantors upon suca 
grounds seems subject to valid criticism. 
One child has been bad, therefore spank 
all the youngsters! More balance and 
discrimination are required. 

Well established doctrines of trust law 
are creaking under the strain imposed 
on them by some of these decisions. A 
student in that field will obtain widely 
varying concepts of the rights and obli- 
gations of beneficiaries and fiduciaries in 
the tax cases and in the trust cases. For 
example, there is a recent case (Jergens 
v. Commissioner, 136 F. (2d) 497, CCA 
5-1943, cert. den. 11/8/43), involving a 
novel view of the Clifford doctrine, as 
authorizing a tax on a husband upon the 
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income of a trust created by his wife. 

Still more unfortunate has been the 
tacit inference in many decisions that it 
is to be assumed a grantor names himself 
as trustee in order to be in a position to 
violate his trust. Such implications are 
sometimes extended to a spouse, attorney 
or trust business associate whom the 
grantor may name as trustee (cf. Phipps 
v. Commissioner, 187 F. (2d) 148, CCA 
2-1943 and cases cited). The occasional 
cases of breaches of trust, so flagrant 
that it is apparent the grantor never in- 
tended to create a real trust, can be read- 
ily dealt with as they arise. It is mani- 
festly wrong to apply sweeping generali- 
zations to all cases and decide them upon 
the assumption that the grantor, or some 
other individual whom he has named as 
trustee from legitimate motives, will be 
guilty of dishonest, fraudulent or even 
criminal conduct. Again the innocent are , 
being chastized. Balance and judgment 
yield to an attractive phrase. 
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Some Hopeful Signs 


There are indications of a somewhat 
better balance in some recent decisions. 
It has been recognized that a wife who 
appoints her husband as trustee may be 
doing so because of his ability to carry 
out legitimate objectives of the trust and 
not for some insidious purpose. (U. S. 
v. Pierce, 1387 F. (2d) 4428, CCA 8- 
1943.) And the second circuit recently 
refused to disregard the purpose of a 
trust to provide for the grantor’s. wife 
and child, to ignore the restrictions of 
the state law upon fiduciary action, and 
even to assume that the wife would be 
passively acquiescent to any breaches of 
trust against her own interest. (Phipps 
v. Commissioner, 137 F. (2d) 148, CCA 
2-1943.) But in the fifth circuit, we 
must look to a dissenting opinion for an 
expression of like views. (Jergens v. 
Commissioner, supra). 


Out of this litigation and confusion 
there will come, in due course, a well bal- 
anced consensus as to how far grantors 
of trusts ought fairly to be taxed on the 
trust income because of the term of the 
trust, family relationships and the gran- 
tor’s powers. Such a view should ap- 
praise fairly the interests of the nation 
in the reasonably smooth operation of a 
graduated income tax on individuals and 
trusts. It should give due cognizance 
to the prevention of tax “evasion” with- 
out finding bogeys where none exists or 
many where there are but few. It will 
fairly appraise the interests of owners 
of property in providing for their fami- 
lies, realistically understanding the lim- 
itations on what can be done along this 
line by outright gifts, the fact that in 
many instances the corpus of the trust, 
at least initially, will be stock or obliga- 
tions of a moderate or small corporation 
the success of which may be largely de- 
pendent on the efforts of the grantor as 
an officer, and other relevant factors. As 
compactly and simply as possible these 
rules will probably then be written into 
the statute, not in phrases of too much 
generality. Taxpayers and the Bureau 
may then hope for more certain guides 
to the solutions of particular problems 
now dealt with unsatisfactorily in piece- 


TRUSTS and ESTATES—January 1944 


meal litigation. Difficult though the 
drafting of a workable statute may be, 
it offers better hope than the process 
that has been going on in the Bureau 
and the courts since February 1940. 


Objectives of Section 111 


To an important extent, the new rules 
of section 111 of the 1942 Revenue Act 
were intended to nullify certain decisions 
thought to permit tax evasion or avoid- 
ance. These were the rules of Burnet v. 
Whitehouse, 283 U. S. 148, insulating 
the recipient from taxation on annuities 
and similar periodical payments; Com- 
missioner v. Dean, 102 F. (2d )699, CCA 
10-1939, permitting trust income to be 
taxed to the trustee on technical grounds 
though distributable to beneficiaries 
shortly after the close of the period; 
Roebling v. Commissioner, 78 F. (2d) 
444, CCA 3-1935, Spreckels v. Commis- 
sioner, 101 F. (2d) 721, CCA 9-1939, and 
like decisions, declining to tax the full 
year’s income to the beneficiary if he first 
becomes entitled to it (as by reaching 
legal age) during the year, and perhaps 


the rule exemplified in Garrett v. Com- 
missioner, 43 B. T. A. 645 (1939), per- 
mitting the tax free receipt by a bene- 
ficiary of amounts identified by the fidu- 
ciary as income previously accumulated 


by and taxed to the latter. No one will 
quarrel much with these objectives. But 
section 111 does much more than that. 
A relatively simple solution for the 
Roebling and Spreckels situation was 
adopted so far as the current income was 
concerned. By an amendment to sec. 
162(b) of the Code, “currently distribut- 
able income” was defined to include in- 
come of the current year which actually 
becomes distributable during the year. I 
see no ground for criticism of that par- 
ticular statutory policy nor of the method 
by which it is expressed. However, for 
the apparent purpose of stacking up the 
income in the beneficiary’s return into 
maximum surtax brackets, the legislation 
prescribes additional rules that reach 
back into the income of the prior year 
so the beneficiary is taxed upon income 
of a full 12 month period. Two additional 
rules are required to accomplish this, 
and the precise treatment depends upon 
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the time of year the distribution is made. 
For convenience, we may refer to them 
as the 65-day rule and the post 65-day 
rule. 


Operation of Rules 


Under the 65-day rule, if distribution 
is made within the first 65 days of a tax- 
able year of income which had been ac- 
cumulated by the trustee during the 12 
months preceding the current year, it is 
treated as if it had been made on the last 
day of such preceding year. Applying 
this rule, for illustration, to a trust 
which becomes distributable on a set 
date, assume the beneficiary reached 21 
on March 1, 1943, and thereupon re- 
ceived distribution of all income accumu- 
lated in the trust since its creation in 
1935. The income for the period January 
1 to March 1, 1943, would go into the 
beneficiary’s 1943 return, under the 
“currently distributable” rule previously 
noted. The trustee would have a corre- 
sponding 1943 deduction. The 1942 in- 
come would be considered to have been 
distributed on December 31, 1942, and 
so would be picked up by the beneficiary 
on his 1942 return and deducted by the 
trustee on its 1942 return. The income 
for the period 1935 through 1941 would 
be distributable without any tax conse- 
quences to beneficiary or trustee on their 
1942 and 1943 returns. The 65-day pe- 
riod was evidently set to cover as many 
distributions as reasonably practicable 
before returns for the preceding year are 
due. 

This 65-day rule increases the difficul- 
ty of beneficiaries in making estimates 


2 
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under the Current Tax Payment Act. 
They must allow not only for possible 
distributions during the balance of the 
year but also for some which may be 
made up to 65 days later, since the 65- 
day rule applies not only to the particular 
type of trust we have been considering 
but also to the more common type of 
trust in which the trustee may make dis- 
cretionary distributions of income. Oth- 
erwise, the 65-day rule, like the “current- 
ly distributable” rule, is not especially 
inequitable or difficult to apply. 


The post 65-day rule is quite another 
story. If the distribution date of the 
trust fell after the first 65 days of its 
taxable year, income then distributed 
which was accumulated within the 12 
months immediately preceding the dis- 
tribution date is treated as a distribu- 
tion of current income. Although a large: 
portion of this income may have been 
earned upon trust assets in the preced- 
ing year and taxed in that year to the 
trustee, the whole amount is taxed to the 
beneficiary in the year of distribution. 
The trustee deducts this amount in the 
year of distribution, but that may be of 
little or no benefit to anyone. To test 
the conclusion, we may revert again to 
the trust which became distributable on 
a set date, now assuming that the bene- 
ficiary became 21 on April 1, 1943, which 
will represent all the trust income if the 
entire trust terminates at that date, is 
considered “currently distributable” and 
so is taxable to the beneficiary and de- 
ductible by the trustee. This leaves the 
trustee with no net income at this point. 
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The income for April 2 to December 31, 
1942, is also taxable to the beneficiary 
in 1943 and deductible by the trustee un- 
der the post 65-day rule. But that de- 
duction is of no use to the trustee, for 
he has no net income against which to 
apply it. The trustee had, of ‘course, 
paid the tax on this income in 1942. Un- 
der the Bureau’s interpretation, the 1942 
return will not be disturbed. The bene- 
ficiary must pay another tax in 1943. In 
periods of rising tax rates, imposing the 
second tax in the year after the income 
is earned is a particular hardship. For 
solid reasons of good will between Gov- 
ernment and taxpayer “double taxation,” 
however constitutional, is a lamentably 
unfortunate revenue policy. 


Let us consider the application of 
these rules to a somewhat different type 
of trust, in which income is distributable 
annually to such of the beneficiaries as 
are living on a fixed date. If that date 
occurs within the first 65 days of the 
trust’s taxable year, the distribution is 
dated back to the preceding year. The 
income earned in that preceding year is 
deductible by the trustee and taxable to 
the beneficiary in the year in which it 
was earned. There is no particular hard- 
ship. But if the annual distribution date 
falls after the 65 day period, again we 
find the trustee’s gross income and de- 
ductions out of line. Since income may 
not flow to the trustee at a level amount 
year after year, the trustee may have 
taxable income in some years and unus- 
able deductions in others. A partial 
remedy for the future is a change of the 
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trustee’s accounting period to a fiscal 
year which will bring the 65-day rule 
into play, but there will be some hardship 
and inequity in the year in which this 
change is accomplished. 


Possible Solutions 


Such double taxation seems not to have 
been necessary to a solution of the prob- 
lems the Treasury sought to solve. For 
instance, the principle of the 65-day rule 
could have been incorporated in the post 
65-day rule. That is to say, any distri- 
bution in the current year out of income 
accumulated in the preceding year could 
be dated back to the preceding year. This 
might mean some amending of returns 
already filed for the preceding year, but 
that seems a small price to pay for fair- 
ness and equity. It would be much less 
drastic than such provisions as_ sec. 
3801 and 734 of the Code. 


Another possible if less orthodox solu- 
tion would be to tax the beneficiary in 
the year of distribution but permit the 
trustee to take its deduction in the year 
the income was earned. There is some 
possibility of contending that that is the 
correct interpretation of the present 
statute, but the Bureau vigorously 
denies it. A still further possibility, that 
would involve no disturbance of prior re- 
turns, would be to credit the tax paid by 
the trustee on the accumulated income 
against the tax payable by the beneficiary 
on that income when distributed. But 
some subsidiary correlations would first 
have to be worked out to give effect to 
such a principle. 
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REVERTERS UNDER THE GIFT TAX 


OLLOWING the decision in Helver- 

ing v. Hallock, 309 U. S. 106, which 
held that a reverter subjected a transfer 
to the estate tax, taxpayers argued that, 
as a. corollary, a reverter rendered a 
transfer incomplete for gift tax purposes. 
Speaking before the National Tax Asso- 
ciation’s recent convention, Randolph E. 
Paul, General Counsel of the Treasury, 
reviewed the cases litigating this ques- 
tion: Marshall, 125 F. (2d) 943; McLean, 
127 F. (2d) 942; Smith v. Shaughnessy 
and Robinette v. Helvering, 318 U. S. 
176. In the latter two companion cases, 
the Supreme Court, through Mr. Justice 
Black, upheld the gift tax on transfers 
subject to reversionary interests. Mr. 
Paul analyzed these two opinions as in 
part follows: 


“The main burden of Mr. Justice Black’s 
opinions—that a gift is completed when 
economic control is surrendered by the 
donor—is adequately borne. Certainly this 
concept of a transfer by gift is fundamen- 
tal, once any theory of mutual exclusive- 
ness [as was intimated in the Sanford 
case. Ed.] is cast aside. It is hardly an 
adequate résponse to say that the Hallock 
opinion unqualifiedly holds that a reverter 
renders a transfer incomplete, and that the 
Court blows either hot or cold to suit the 
requirements of taxability. The estate tax 
reaches various transfers which are ordin- 
arily regarded as completed gifts, but are 
nevertheless treated as incomplete until 
death overtakes the grantor. Common ex- 
amples are an irrevocable transfer reserv- 
ing a life estate in the grantor, a trust 
revocable by the grantor in conjunction with 
persons possessing a substantial adverse 
interest, and a tenancy by the entirety 
created by one of the spouses. A transfer 
subject to a reverter is of a similar charac- 
ter. The theory that the estate and gift 
tax concepts of completeness are cotermin- 
ous would simply wipe the gift tax off the 
books unless the grantor released all possi- 
ble estate tax contacts with the property. 
In other words, Congress would be pre- 
sumed to have intended that only a transfer 
in contemplation of death should feel both 
the estate and gift tax. Mr. Justice Black’s 
theory that the gift tax is a form of down- 
payment or security with respect to the 
estate tax seems to be a much more logical 


deduction from the present system of trans- 
fer taxation. 

“Mr. Justice Roberts’ emphasis [in his 
dissent. Ed.] upon the intricacies of valua- 
tion does not present a formidable objection 
to tax. The erection of tax results, in the 
present case, upon the basis of the valua- 
tion factor, would lead to extremely anom- 
alous results. If a grantor, for example, 
established a trust reserving a life estate 
to himself, he would be liable for a gift tax 
on the remainder, but if he transferred 
away the entire property except for an ex- 
tremely remote contingency, he would be 
free of gift tax on the same interest. 

“Another objection apparently made by 
Mr. Justice Roberts, by reference to the 
Sanford opinion, is that the beneficiaries 
may be required to pay tax, in satisfaction 
of their secondary liability, despite the fact 
that they may be deprived of their benefits 
under the transfer. But the same unfor- 
tunate contingency besets all trusts con- 
taining a complex of varied interests even 
though the grantor has relinquished all 
‘strings’ however remote. 

“Even in tax law it is an ill wind that 
blows no good. As a result of the Hallock 
decision many grantors having remote re- 
versionary interests in trusts created many 
years ago were anxious to get rid of them. 
The extent of the cost in gift tax, however, 
was not clear. Thus the tax might be con- 
fined to the value of the reversionary in- 
terest at the moment of surrender or it 
might embrace the entire property on the 
ground that the original transfer was not 
complete until the release of the reversion- 
ary interest. The latter alternative would 
flow from Mr. Justice Roberts’ position. In 
view of the Smith and Robinette decisions 
the gift tax would be imposed only upon the 
value of the reverter when relinquished or 
transferred, since other property interests 
composing the trust are subject to tax at 
the date of the initial transfer. The gift 
tax cost entailed by an escape from the 
tentacles of the Hallock decision may thus 
be exceedingly small. 


Two Questions Open 


“The Smith and Robinette decisions leave 
open at least two basic problems. The first 
involves the determination of whether 
economic control has passed out of the 
grantor, and the second revolves about the 
valuation factor. In so far as the first 
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is concerned, it is not always a simple mat- 
ter to conclude the donor has relinquished 
economic control. For example, the donor 
may provide for a return of the trust prin- 
cipal to him if he marries or has children. 
Is it correct to hold in such a case that con- 
trol has been relinquished, subject to a 
provision for its return if a specified con- 
tingency occurs, or is it more appropriate 
to conclude that control is still retained 
because the occurrence of the contingency 
depends, to an indefinable extent, upon the 
donor himself? If a contingency of this 
character is not regarded as the retention 
of control, the property would in all prob- 
ability be taxed in toto on the ground that 
the actuarial art is not prepared to cope 
with such contingencies. 

“The burden of valuation is placed upon 
the taxpayer, who must pay a gift tax up- 
on the entire value if the actuarial art is 
not sufficiently mature to deal with the 
complexities of his arrangement. The gift 
tax credit should provide some consolation. 
At one extreme is the Smith case, which 
should settle in the affirmative the question 
whether a reversionary interest dependent 
upon the prior death of one of two persons 
is deductible from the tax base. At the 
other is the Robinette decision, including 
the entire corpus where the reverter is 
affected by the grantor’s marriage, birth of 
children, and the children’s reaching ma- 
jority. Would the Court include the entire 
corpus if the contingency were solely mar- 
riage or the birth of issue? In another 
context the Court has been willing to eval- 
uate the possibility of remarriage, (Broth- 
erhood v. Pinkston, 293 U. S. 96) but it 
does not follow that it would be prepared 
to import the same method of appraisal 
into the gift tax statute. 
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example of the failure to work out legis- 
latively a coherent tax pattern, with the 
estate and gift taxes, as well as the income 
tax, sensitively attuned to the demands of 
each other. The time has finally arrived 
for a comprehensive reappraisal of our 
transfer concepts in the light of our rich, 
if saddening, experience and reoriented tax 
objectives.” 


a () 
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There are some changes in this, the 22nd 
edition of the tax “Bible” for trust officers, 
attorneys and accountants. The chapter 
on “Planning the Distribution of an Es- 
tate” opens rather than closes the volume, 
and the binding is a dark blue instead of 
the traditional blue-green. But two fea- 
tures of Col. Montgomery’s work remain 
constant: its high excellence and his well- 
founded diatribe against the hopeless con- 
fusion and needless complexity of the In- 
ternal Revenue Code. He strongly urges 
that not a single change be made in 1944 
—that would only make matters worse— 
but he recommends immediate undertaking 
of a thorough and realistic revision of the 
Code for presentation to Congress in 1945. 

There is really little we can add to the 
comments which we have made on this 
perennial in recent years, other than to 
say that increasing emphasis has_ been 
placed on tax-planning and that the regu- 
lations and decisions interpreting the 1942 
Act are explained—within the limits of 
human comprehension. In a word or two, 
this is a “must” book for anyone concerned 


“In any event, we meet here but another with fiduciary taxation. 
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Decisions 


Bar Relations — What Constitutes Prac- 
ticing Law 


California—Appellate Dept., Superior Court 
People v. Sipper, 142 P. 2d 960. 


Defendant, a real estate broker, prepared 
a trust deed to secure a $700 loan which the 
Tirheimers, who engaged defendant to do 
this work, had borrowed from a Mrs. Het- 
man. Defendant sought to collect $15.00 
for his services, later reducing it to $10.00. 
On the refusal of the County Recorder (for 
reasons not stated) to record the trust 
deed, defendant drew up a mortgage cov- 
ering the transaction. On appeal _ to 
Appellate Department of the Superior 
Court from a judgment of the Municipal 
Court, Los Angeles, convicting defendant of 
violating Sec. 6125, Business and Profes- 
sions Code, which provides, “No person 
shall practice law in this state unless he is 
an active member of the State Bar,” judg- 
ment of conviction affirmed. 


HELD: The services performed by de- 
fendant came within the category of “legal 
advice and counsel, and the preparation of 
legal instruments and contracts by which 
legal rights are secured.” Defendant’s con- 
tention that escrow clerks (presumably in 
banks) performed similar functions, was 
held immaterial, particularly where nothing 
further was shown than that these clerks fill 
out forms with information furnished by the 
parties. In the instant case, it appeared 
that defendant had no instructions as to 
the kind of instrument wanted by the 
parties and decision as to that matter was 
left to defendant. 


eS 


Compensation — New Statute Inter- 
preted 


New York—Surrogate’s Court, New York County 


Matter of McGinnis, New York Law Journal, Dec. 
16, 1943. 


On questions arising under the new sec- 
tion of the New York Surrogate’s Court Act 
(285-a), it was 


HELD: (1) The new section did not al- 
ter the well settled rule that a trustee is not 
entitled to commissions on the value of real 
estate which, upon the termination of a 
trust, vested immediately in the remainder- 
man, and trustees continue to be entitled to 
commissions only if they make distribution. 


(2) The effect of the new statute is to 
eliminate receiving commissions entirely, 
and to make the compensation of a trustee 
dependent upon the value of property dis- 
tributed by him; and therefore as to real 
estate, the new plan eliminates the previous 
right of a trustee to have receiving com- 
missions on the receipt of realty. 

(3) Since the decree was delayed until 
after September 1, 1943 [the effective date 
of the new statute], the Surrogate exer- 
cised his discretion to allow the estate of the 
deceased trustee fair compensation for his 
services.. This discretionary power did not 
derive from any statutory provisions and is 
independent thereof. An allowance was 
made to the estate of the deceased trustee 
on the basis of all receiving commission 
under the Act effective at his death plus all 
paying out commission under the same Act 
on principal actually distributed while he 
lived. [Similar relief was granted in Matter 
of Wandling, decided contemporaneously. ] 


eo 


Distribution — Gift Over on Death of 
Legatee before Settlement of Estate 


New York—Surrogate’s Court, Queens County 


Matter of Denton, New York Law Journal, Dec. 
30, 1943. 


The will gave a fraction of the residuary 
estate to nephews and nieces, equally, with 
a proviso that if any of the persons named 
should die before the estate could be divided 
leaving issue living at the time of such 
division, then such issue should take the 
share the parent would have been entitled 
to if living, with further provisions over. 
The testator empowered his executors to 
sell realty. and directed that the proceeds 
should become part of the residue. One of 
the nephews survived the testator and died 
intestate (before division could be made) 
leaving a widow and one child. The question 
was whether at his death his child became 
entitled to receive the balance of his share 
or whether such balance passed to his ad- 


‘ministrator. 


HELD: The direction to sell realty 
operated as a conversion of the realty as 
of the date of death. The gift over to the 
issue of the nephew was intended to cover 
the situation which would arise if the 
nephew died within the normal period al- 
lotted for administration of the estate. 
Where a legacy is not expressly payable in 
the future and the will provides a gift over 
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in case of the legatee’s death before receipt 
of the legacy, or before division of the es- 
tate, and the legatee survives for one year 
after the testator, which period is allowed 
by law for the settlement of estates, the 
legacy is indefeasibly vested even though 
if the legatee should die during the year, 
the gift over takes effect. The rule is other- 
wise where the will contemplates actual 
payment to and receipt by the legatee or 
where the time of payment of the legacy 
is postponed for a definite period. Since 
the period of administration has been re- 
duced in New York from one year to seven 
months and the nephew lived beyond that 
period, his share was payable to his per- 
sonal representative. [cf. Leach, Perpetui- 
ties in a Nutshell, 51 Harvard Law Review, 
644-6, and article by J. S. Montgomery in 
this issue. ] 


—_—_ 


Investments — Participation Certificates 
in Trust Company’s Mortgages — 
Conflict of Interests 


New York—Court of Appeals 


Marcellus v. First Trust and Deposit Co., decided 
Dec. 2, 1943; N.Y.L.J. Dec. 20, 1943. 


A trust company, as trustee, purchased a 
mortgage from itself. Thereafter, on per- 
mitting the settlor, in accordance with the 
terms of the trust, to withdraw part of the 
principal, the trustee bought back the mort- 
gage and issued to itself as trustee a parti- 
cipation certificate therein for the amount 
remaining in the trust fund. 

HELD: The trustee was acting in a dual 
capacity throughout the series of transac- 
tions, dealing with itself and having inter- 
ests which conflicted with those of the bene- 
ficiary. Since the transactions were inex- 
tricably intertwined, the investment in the 
participation certificate as well as in the 
original mortgage was unlawful, notwith- 
standing that, when it was made, the statute 
permitted a trust company, when acting as 
trustee, to invest in participation certificates 
_ in a mortgage which it owned. 


a 


Life Tenant and Remainderman — Ac- 
celeration of Remainder on Nonper- 
formance of Conditions by Life Ten- 
ant 


Wisconsin—Supreme Court 


Price v. Ruggles, 11 N.W. 2d 513, Nov. 9, 1943. 


The defendant’s grandmother devised a 
farm to the defendant’s father for life “up- 
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on condition” that he would keep the im- 
provements in good repair and pay the tax- 
es; remainder to the defendant and his sis- 
ter. The father failed to perform the con- 
ditions. Defendant went to live with his 
father on the farm but made no effort to 
oust him or interfere with his management 
of the farm. A judgment was docketed 
against the defendant while thus residing 
with his father. After the father’s death, 
the defendant’s sister brought an action for 
partition of the farm and it was sold. De- 
fendant’s claim to half of the proceeds was 
opposed by his judgment creditor, who 
claimed that his judgment was a lien on 
the defendant’s interest. The trial court 
sustained the creditor’s claim, and the de- 
fendant appealed, contending that the 
premises were his homestead and free from 
the lien of the judgment. 


HELD: Whether the premises are ex- 
empt as a homestead depends on whether, 
at the time the judgment was docketed, the 
defendant was residing on the land in his - 
own possessory right, or whether he was 
a mere guest of his father; and that ques- 
tion depends in turn on whether the father’s 
failure to perform the conditions of the 
grandmother’s will automatically terminated 
his life estate and caused an immediate 
vesting of the remainder. There being no 
language in the will providing for termina- 
tion of the life estate upon nonperformance 
(which would have created a “special lim- 
itation,” operating automatically as soon as 
a breach occurred), the conditions imposed 
in the will must be deemed to be mere con- 
ditions subsequent, entitling the remainder- 
men to oust the father and take the land. 
No such ouster having occurred, the son was 
not occupying the land as his own at the 
time the judgment was docketed; hence the 
trial court correctly awarded the proceeds 
of the land to the judgment creditor. 
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Life Tenant and Remainderman — 
Right of Contingent Beneficiary to 
Protect Interest 


Minnesota—Supreme Court 


Northwestern National Bank and Trust Co. v. 


Pirich, 9 N. W. (2) 773. 


The decedent died in 1929. He establish- 
ed a testamentary trust providing that the 
net income was to be paid to his widow for 
life, that after her death the trustee should 
pay from net income $125 per month to his 
daughter, Stella, for her life; that “at any 
time when, while said trust continues, after 
any of the children of my said daughter or 
any issue... of my said daughter arrives 
at the age of thirty-five years, my trustee 
shall then pay to each of such children or 
issue his or her share of all the principal 
and income of my estate ***;” that if at 
the time for the termination of the trust 
there were no descendants of his daughter, 
then the trust should be distributed half 
among his heirs at law and half among the 
heirs at law of his wife. The widow remar- 
ried and died in 1942, leaving as her heirs 
her husband and Stella who has two chil- 
dren and three grandchildren. The first of 
these children attained thirty-five years in 
1942. 


The trial court found that the settlor in- 
tended to insure a life income to Stella, 
notwithstanding the divisional provision on 
behalf of the grandchildren, and directed 
that a trust be created, out of the proper- 
ties to be distributed to the grandchild who 
had attained thirty-five, sufficient to insure 
payments to Stella of $62.50 per month for 
her life, and that the remaining half of the 
corpus be retained by the trustee until the 
second grandchild reached thirty-five, 
when a similar partial distribution would 
be made of that part of the corpus not 
necessary to be retained to insure the re- 
maining $62.50 per month to Stella for her 
life. At the trial the widow’s surviving 
husband appeared and objected to the con- 
struction, claiming that no _ distribution 
should be made during the life of Stella. 
The husband’s objections were overruled, 
and the court held that he possessed no in- 
terest in the trust. 


HELD: Affirmed. 


Although the ob- 
jector’s interest was contingent and remote, 
upon reasonable cause he could apply to 
the court to have his interest properly se- 
cured; such a contingent beneficiary is en- 
titled to equitable relief to prevent waste 
or dissipation of the trust estate or to pre- 
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vent a disposition of the property contrary 
to the intention of the'trustor; his appeal 
is therefore not to be dismissed as frivolouus 
even though the appellant was fifty-three 
and the ripening of his interest into enjoy- 
ment depended upon his surviving persons 
aged thirty-one, thirty-five, fourteen, seven 
and five, respectively; under the provisions 
of the trust, as set up pursuant to the trial 
court’s order, the intention of the settlor is 
fully and completely carried out, for his 
predominating motive to make adequate 
provision for his direct descendants is recog- 
nized; the result is in accord with the rule 
that the law favors an immediate and early 
vesting of estates, unless the interest is 
manifestly contingent. 


a, 


Spendthrift Trusts — Right of Divorced 
Wife to Reach Interest of Beneficiary 


Wisconsin—Supreme Court 


Dillon v. Dillon, 11 N. W. 2d 628, Nov. 9, 1943. 


The defendant was the income beneficiary, 
and potentially the corpus beneficiary (if he 
lived to the age of forty), of a trust created 
in the will of his grandmother. The will 
was executed in Pennsylvania, and contained 
a provision that no beneficiary should have 
the power of anticipation, alienation or as- 
signment of any principal or income accru- 
ing to him from the trust. The beneficiary’s 
wife sued him for divorce, and the court in 
granting judgment to the wife awarded her 
half of the husband’s income from the trust 
and directed the husband to assign his in- 
terest in the trust to the clerk of the court 
as security. The court reserved for future 
determination the question of the disposition 
of the corpus if and when the husband’s 
right thereto became absolute. The hus- 
band appealed, contending that under the 
terms of the will his interest in the trust 
could not be reached by the court. 


HELD: The rule in force in some juris- 
dictions, that the interest of a beneficiary of 
a spendthrift trust cannot be reached for 
the payment of alimony, has never been 
adopted in Wisconsin. In the instant case 
the fact that the will was executed in Penn- 
sylvania, where the courts hold that such 
an interest can be reached, indicates that it. 
was not the intention of the testatrix that 
the spendhrift clause should apply to ali- 
mony; hence the judgment was correct. 


The reservation of the question of the 
disposition to be made of the corpus was 
likewise proper. 





